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W.  C.-  Kirkpatrick, 

Cross-Exam,  by  Mr.  Blanchard. 

4  t 

-  2124  - 

CROSS-EXAMINED  BY  MR.  BLANCHARD: 

4 

Q,  Mr.  Kirkpatrick,  in  your  M  9-44  you  have  your  summary  of  total 
estimate  of  cost  including  depreciation,  return  on  capital 
employed  and  administration  and  the  return  is  based  on  return 
to  you  of  15.56  percent  ? 

A  In  the  actual  for  1944, sir  ? 

Q,  Yes . 

A  No,  not  the  actual.  I  am  speaking  of  M-9. 

Q,  For  the  estimated  1944  ? 

A  Yes,  that  is  15. 8333  ; gross . 

Q,  Then  when  you  come  to  your  actual  1944  which  is  set  out  as 
part  of  Exhibit  78,  you  give  us  your  returns,  your  rate  of 
return  as  7.046  percent  ? 

A  Yes  sir. 

Q,  Instead  of  the  9-J-  percent  ? 

\ 

A  Yes  sir. 

Q,  As  estimated  on  the  basis  of  M-9 -A  ? 

A  Yes  sir. 

Q,  Now  then  in  your  Exhibit  78,  in  your  summary  of  the  total 

actual  cost,  in  calculating  your  7.046  rate  of  return  going 
value,  you  have  included  in  your  rate  $200,000.00  for  going 
value  ? 

A  Yes  sir. 

Q,  That  was  not  included  in  your  rate  base  in  your  M-9 -A  ? 

A  No  sir  that  is  correct. 

Q,  Now  why  was  that  ? 

A  Well  this  going  value  was  not  included  in  Mr.  Hill’s  Exhibit 

59  at  the  time  we  commenced  the  preparation  of  that.  That  was 
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a  subsequent  insertion,  the  going  value.  I  have  forgotten  the 
exact  date,  but  it  was  definitely  subsequent  to  the  date  we 
commenced  preparation  of  these  estimated  schedules. 

Bo  you  know  why  it  was  not  included  in  the  first  place  in  Mr. 
HillTs  appraisal  ? 

Why  the  going  value  was  not  first  included  ? 

Yes . 

*  % 

No  sir  I  do  not  know  why  he  did  not  include  the  going  value. 

I  wondered  if  it  had  been  discussed  ? 

Not  with  me. 

So  that  the  addition  of  the  $200,000.00  in  your  rate  base  in 
calculating  the  rate  of  return  actually  for  1944,  that  has 
reduced  your  rate  of  return  by  adding  that  ? 

Oh  yes. 

Now  going  again  to  , Exhibit  78,  the  return  on  your  capital  was 
$346,838.20  ? 

Yes  sir. 

That  is  correct  ? 

That  is  correct,  sir. 

Now  then  if  the  tax  were  40  percent, on  40  percent  basis,  that 
is  your  income  tax,  then  the  income  tax  W'uld  have  bean 
$138,735.00  ? 

Well  I  have  not  checked  it.  That  is  approximately  correct, 
approximately  correct  ? 

Yes  sir. 

MR.  CHAMBERS:  What  was  the  figure  ? 

MR.  BLANCHARD:  $138,735.00. 

Instead  of  which  you  actually  paid  for  income  tax  $163,191.69  ? 
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E  That  is  right  sir*  Not  paid,  bat  we  have  computed  that  as 
being  tho  amount  which  will  eventually  bo  paid. 

Q,  That  is  your  assessment  ? 

A  No  sir,  not  our  assessment.  That  is  our  computation  of  what 
the  assessment  will  eventually  be. 

Q,  nnd  on  what  basis  did  you  compute  that  since  it  is  not  computed 
on  a  40  percent  basis  ? 

A  The  computation  is  arrived  at  by  taking  the  $346,338.20,  being 
the  profit  for  the  year  1944  before  taxes  and  eliminating  there 
from  the  depreciation  which  would  be  disallowed  by  the  Income 
Tax  Department  on  those  assets  already  depreciated  by  Royalito 
Oil  Company  to  that  extent  and  subsequently  acquired  by  Madison 
with  one  or  two  other  incidental  inadmissa ble  items  such  as 
incorporation  expense,  some  $1500.00.  I  am  quoting  these 
figures  from  memory,  but  that  is  substantially  the  amount  of 
the  latter  delotion. 

Q,  You  use  tho  word  eliminate  depreciation  would  not  be  allowed. 
You  mean  added  back  ? 

L  Yes  I  am  saying  it  the  other  way.  I  mean  added  back,  dis¬ 
allowed  depreciation  is  added  back  which  has  the  effect  of 
creating  higher  taxable  profits  before  tax. 

Q,  If  Madison  had  purchased  the  full  gas  system  from  a  stranger 
then  I  take  it  your  depreciation  could  have  been  based,  or 

✓ 

would  have  been  based  on  the  cost  paid  by  Madison  to  the 
stranger  for  the  purchase  of  the  system  ? 

A  I  have  every  reason  to  believe  that. 

Q,  But  since  the  purchase  was  made  from  an  affiliate,  you  cannot 

capitalize  the  gain,  the  capital  gain.  At  least  you  cannot  use 
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the  capital  gain  as  the  basis  for  the  depreciation  ? 

No  sir,  inasmuch  as  it  fails  to  qualify  as  a  transaction 
between  strangers.  The  Tax  Department  will  only  permit  depre¬ 
ciation  for  tax  purposes  to  be  continued  on  the  original  cost 
and  not  on  any  other  cost  which  would  be  set  up  on  the  Company's 
books . 

Then  it  would  be  fair  to  say,  would  it,  that  the  depreciation 
that  is  taken  into  account  by  the  Income  Tax  Department  is 
based  on  the  historical  cost  in  this  instance  ? 

That  is  correct,  yes. 

Because  you  purchased  the  system  from  an  affiliate  ? 

Because  we  purchased  the  system  from  an  affiliate  and  the  man¬ 
agement  control  is  substantially  the  same. 

Now  then  the  fact  is  that  Royalite  had  already  written  off  for 
some  assets  ? 

Some  of  the  assets  acquired  by  Madison. 

Yes,  in  the  books  of  Royalite. 

I  cannot  confirm  that  from  memory  but  I  believe  that  you  have 
a  correct  statement. 

And  has  heavily  depreciated  many  of  the  others  ? 

Yes. 

Quite  properly  ? 

Yes,  that  is  correct. 

So  that  the  result  is  really  that  Madison  cannot  now  get  the 
full  measure  of  depreciation  ? 

No  sir. 

Now  then  there  is  another  thing  Mr.  Hill  has  taken  as  part  of 
his  value  on  appraisal,  9  percent  general  overhead  cost.  That 
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is  in  appraising  the  value  of  the. Madison  assets.  Now  would 
that  be  recognized  or  will  that  be  recognized  by  the  Income 
Tax  Department  as  capital  subject  to  depreciation  ? 

A  Oh  no,  they  will  take  no  recognition  of  any  difference  between 
the  original  book  cost  on  Royalite  and  whatever  figure  Mr. 

Hill  may  arrive  at,  whether  it  is  9  percent  or  any  other  figure. 

Q,  As  a  matter  of  fact  these  overhead  costs  were  never  capitalized 
on  the  books  of  Royalite  ? 

A  Were  never  capitalized  on  the  books  of  Royalite. 

Q,  They  were  charged  in  the  books  as  an  expense  and  so  represented 
from  year  to  year  ? 

A  Substantially  so.  Thore  are  some  minor  items  which  were  cap¬ 
italized  but  they  are  insignificant  to  the  total  proportion  of 
9  percent  which  Mr.  Hill  has. 

Q,  Wall  then  Royalite  -  three  things  happened  I  think  that  affect 
now  the  depreciation  that  Madison  is  entitled  to  receive  from 
the  Income  Tax  Department.  First,  Royalite  charged  as  expense 
from  year  to  year  items  that  might  have  been  capitalized.  Such 
for  instance  as  general  overhead  ? 

A  Items  which  might  have  been  capitalized,  yes  sir,  but  which 
wore  ^ust  as  properly  accepted  by  the  Tax  Department  in  those 
years  as  expense.  They  were  satisfied  there  was  ,}ust  as  much 
propriety  in  expensing  those  as  in  capitalizing  them.  I  do 
not  think  they  expressed  any  definite  opinion  one  way  or  the 
othar . 

Q  But  now  Madison  cannot  depreciate  any  of  that  capitalized 
cost  ? 

A  No  sir,  because  it  has  been  in  five  years. 
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Q,  And  consequently  Royalite  took  a  high  rate  of  depreciation  on 
capital  ? 

A  They  took  a  higher  rate  than  is  now  being  suggested  by 

Madison.  I  would  not  like  to  say  it  was  a  high  rate  in  light 
of  the  circumstances  at  that  time. 

Q,  And  the  third  thing  is,  that  by  reason  of  the  fact  that 

Madison  bought  from  an  affiliate  and  not  from  a  stranger  the 
basis  of  depreciation  can  only  be  on  the  historical  costs  on 
the  books  of  Royalite  ? 

A  That  is  correct. 
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Q. 


-A 

Q. 


A 


Q 


A 


A 
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In  your  M-9-A/44  and  the  seme  is  true  of  45,  46,  47  and  48, 
your  return  on  capital  employed  in  that  submission  is  on  the 
basis  of  15.833$  is  it? 

Yes  sir. 

What  I  want  to  be  clear-  on  is  this  that  Madison  is  not  asking 
for  a  9| f]o  return  on  this  capital  plus  whatever  taxes  it  was 
to  pay? 

We  are  asking  for  a  94$  but  in  the  compilation  of  the  M-9 
statements  it  is  necessary  to  express  that  in  terms  of  the 
greeter  sum  or  gross  figure.  Now  we  did  not  at  the  time  when 

we  were  preparing  M-9  know  what  the  incident  of  taxes  effect¬ 
ively  would  be  and  we  used  the  40$  rate.  My  view  is  that  any 
income  taxes  are  acknowledged  or  rather  are  viewed  as  an 
expense  determining  a  service  rate  for  utility  companies. 

We  have  used  a  40$  rate  in  arriving  at  that  15.833$  but  it 
might  be  a  30$  rate  eventually,  or  25  or  something  like  that. 
Yes,  I  know,  but  whet  I  emgetting  at  is  this,  in  view  of  the 

fact  that  you  are  not  permitted  by  the  Income  Tad  Department 

do 

depreciation  on  the  basis  of  your  submission  M-9-/,  /you  now; 
say  that  you  w;ant  a  clear  9 J$  return  on  your  capital? 

Yes  sir,  that  is  w;hat  our  statements  are  intended  to  arrive 

at. 

Plus  whatever  income  tax  may  have  to  be  paid? 

Yessir,  that  is  right. 

And  if  that  income  tax  is  more  then  40$  by  reason  of  the  fact 
of  the  taking  of  heavy  depreciation  by  Royelite  by  reason 
of  Madison  having  purchased  from  cn  affiliate  and  not  from 
a  stranger,  the  consumers  will  have  to  pay  more  taxes. 

They  will  if  t-hat  is  the  accepted  principle.  Theywill 
certainly  pay  more  than  the  40$  rate  end  be  booking  the  taxes 
as  paid. 
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In  your  1944,  in  the  year  1944  you  estimate  they  will  pay 

some,  whet? 

$163 ,000*00. 

.And  how  much  difference  more  than  the  40 fo9  5,000.00  more 

than  the  40$? 

That  is  the  spproximate  difference,  yes. 

And  your  submission  is  that  that  is  a  proper  way  or  a  proper 
basis  for  your  rate  of  return? 

Well  my  submission  is  that  since  taxes  end  income  taxes  ere 
treated  as  operating  expenses,  any  future  service  rate  we 
have  must  perforce  have  the  taxes  as  paid  whatever  that 
might  be . 

All  right. 

THE  CHAIRMAN:  Without  reference  whatever  to  deprec¬ 

iation  that-  may  be  payable  or  deductible  on  a  public  utility 
basis  of  the  inoome  tax  which  you  pay,  if  Royalite  had 
continued  this  as  a  separate  branch? 

I  think  so,  sir. 

MR.  BLANCHARD:  All  right,  then  let  us  go  on  to 

our  Exhibit  78  again.  You  have  on  the  last  page  of  Exhibit 
78,  you  have  it  thet  your  profit  for  the  year  1944  before 
taxes  was  $346,838.20? 

Yes  sir. 

And  you  estimate  at  least  on  the  basis  of  your  M-9-A-44 

in  order  to  get  your  return  of  9 you  required  $383,840.06? 

) 

You  are  now  referring,  sir,  to  M-9-A  estimated,  are  you? 

s  ?  ' 

We  11 . 

Well  there  is  a  deficit  of,  or  at  least  let  us  say  you  are 
budgetting  in  your  M-9-A/44  for  $383,840.06,  and  you  realized 
only  $346,838.20? 

That  is  right. 
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Q,  So  that  there  was  a  deficit  of  $37,000*00  in  round  figures? 

A  That  is  right. 

Q,  Now  I  notice  that  in  your  c-xtsrnel  charges  as  shown  on  your 
summary  of  actualcosts  in  Exhibit  78,  oharges  to  Royalite, 
that  is  charges  to  the  Royalite  absorption  plant  that  is. 
supposed  to  be,  is  it? 

A  That  is  right,  sir. 

Q.  Amounted  to  $30,630.00,  is  that  right? 

A  Yes,  that  is  the  correct  figure,  thirty  thousrnd,  six  hundred 
odd  dollars  was  charged. 

Q,  Was  charged? 

A  Yes  sir. 

\ 

Q,  Now  you  have  in  your  exhibit  M-9-.A-44,  and  in  your  submission 
you  fixed  your  estimate  of  $56,084.08  as  being  the  amount 
which  would  properly  be  paid  by  Royalite  for  those  services? 

A  Ye  s  s  i  r . 

Q  So  that  there  you  have  a  difference  or  a  deficit  of  $25,254.00? 

A  That  is  correct,  and  that  requires  some  explanation.  I 

might  have  done  that  yesterday.  M-9-A-44  estimated  was  based 
upon  the  charge  to  the  Royalite  gasoline  plant  for  its 
absorption  operations  for  the  wet  gas  extrrcted  end  its 
equivalent  plant  fuel  in  accordance  with  the  computations 
set  forth  in  M-12,  which  is  very  complicated,  but  it  amounts 
to  a  suggested  3  cents  per  thousand  cubic  feet,  and  on  th^t 
basis  we  said  at  that  time  when  the  estimated  1944  was  prepared 

that  charge  would  amount  or  should  amount  to  $56,000.00. 

Q,  Ye  s  ? 

A  Now . 

Q,  I  beg  your  pardon? 

Now  at  the  time  we  were  requested  to  prepare,  requested  by 
Mr.  Eenerty  to  prepare  the  contents  of  Exhibit  78,  we  prepared 
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this  actual  1944  which  includes  the  sctusl  charge  to  Royalite, 
which  is  -130,000.00,  which  we  submit  is  too  low,  but  ss  I 
mentioned  earlier  in  the  Hearing  some  weeks  ago,  this  was 
merely,  it  hepiens  ’  to  be  a  5J&  rate,  and  it  has  no  relation¬ 
ship  to  fact.  It  was  merely  picked  out  as  a  starting  point, 
as.  a  tentative  rate.  We  understood  when  we  finally  got 
down  to  the  point  where  we  had  what  we  thought  W8S  a  proper 
charge,  that  it  might  be  more,  and  it  is,  sir.  That  thirty 
thousand  is  the  actually  charged  amount,  but  if  the  3  cents 
per  thousand  had  been  utilized,  or  used  in  1944,  that  thirty 
thousand  figure  would  be  the  highest  sum. 

Q  In  other  words,  if  you  had  applied  the  basis  which  you  have 

set  out  in  your  M-12,  that  is  as  the  basis  upin  which  Royalite 
should  contribute  to  transmission  costs,  you  would  have  charged 
|56,084.00? 

A  Yes  sir. 

Q.  And  not  the  actual  charge  of  $30,000.00? 

A  Yes,  that  is  correct,  sir.  W©  oertainly  would.  It  ha  opens 
that  our  computations  in  the  estimated  period  1944,  were  made 
late  in  the  year,  end  this  $30,000.00  was  merely  made  on  a 
tentative  basis. 

Q,  Your  actual  charges  to  Royalite  in  1944  were  based  on  the 
very  first  submissions  that  you  made? 

A  That  is  right. 

Q,  That  was  that  Madison  would  receive  25 70  of  t  he  sales  from 
absorption  gasoline,  distribute  20c/o  to  the  producers  end 
retain  5 fo  for  its  services? 

A  That  is  correct.  And  we  did  not  suggest  that  5 fo  was  right 
or  wrong.  That  was  in  the  interim. 

Q  It  was  on  that  basis  that  you  charged  Royalite  for  1944? 

A  Yes,  it  was  a  charge  that  wps  subject  to  change. 
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Q, 

A 

Q. 


A 

Q. 

A 


Q, 


And  you  did  not  consider  that- a  charge  on  a  proper  basis? 
No,  1  consider  it  is  too  V1 

So  that  Royalite  should  pay  now  to  Madison  $25,284.00  for 


1944? 

MR.  CHAMBERS 


That  does  not  necessarily  follow. 


I  want  to  make  my  position  clear.  We  are  talking  of  the 
1944  operations,  end  the  charges  as  between  these  two  companies 
are  not  of  very  much  importance  one  way  or  the  other,  I 
submit ,  because  the  Board* s  regulations,  as  I  understand  :t, 
are  going  to  be  from  the  1st  of  January,  1945.  I  mean  that  if 
Royalite  has  been  ch"^g.id  too  much  or  too  little  it  c one  s  out 
in  the  wash  on  the  19  44  operations  because  they  must  stand  on 
what  they  got. 

MR.  BLANCHARD:  Yes. 

THE  CHAIRMAN :  I  think  your  questions  are  a  perfectly 

proper  deduction  in  putting  them  to  the  witness  as  something 
which  must  necessarily  follow  from  the  evidence  given. 

MR.  BLANCHARD:  What  my  learned  friend  has  suggested 

is  this,  instead  of  my  asking  questions  the  Board  should  consider 
that.  That  is  quite  satisfactory  to  me. 

THE  CHAIRMAN:  Yes. 

MR  .BLANCHArd :  Is  the  purpose  of  Madison  to  capitalize 

this  defioit  for  1944  on  the  opening  rate  base  of  1945? 

No  sir. 

It  is  not? 

No. 


w? 


js 


Who  is  going  to  take  the  loss? 

I  think  it  could  be  done  in  one  oh  two  days.  If  this  Board 
views  with  some  agreement  our  suggested  3  cent  per  thousand 
cubic  £eet,  then  I  think  that  an  adjustment  relative  to  the 
year  1944  could  thereupon  be  made  and  booked  in  1945,  in 

connection  with  the  Madison  Company.  On  the  other  hand,  if 


/ 


i  i 


t 


:e 


, .  r 


r 


\ 


1 0 . 


W.  C.  Kirkpatrick-Gr 

by  Mr  .  Blanchard. 

-  2135  - 

it  is  fait  that  there  is  no  necessity  for  adjustment  between 
the  companies  relative  to  1944,  this  deficiency  then,  of  course, 
will  have  to  be  ignored  but  it  would  not  in  any  event  be 
suggested  by  Madison  to  be  oapitali2ed  as  part  of  the  rate  base. 

Q  Now  I  notice  i  too,  in  your  summary  of  actual  costs  for  1944, 
Exhibit  78,  that  there  is  a  deficit  of  $3549.00  in  the  Boiler 
Plant  operations? 

A  Ye  s  s  ir . 

Q,  Now  I  think  it  has  been  established  by  you  that  Hoyalite  end 
the  Talley  Pipe  Line  utilieed  75^  of  the  steam? 

A  It  is  oc  the  order  of  75^,  yes  sir. 

Q,  So  that  Royslite  and  the  Yslley  Pipe  Line  could  absorb  75^ 
of  that  loss  in  the  Boile  r  Plant? 

A  Yes  sir,  and  they  will  absorb  that  loss. 

Q.  -And  they  will  absorb  that  loss? 

A  Yes,  but  not  by  way  of  adjustment  in  the  same  calendar  year. 

I  just  want  to  make  perhaps  a  little  explanation  of  that. 

I  mentioned  yesterday  that  throughout  the  year  it  is  necessary 
to  compute  the  cost  to  make  e  thousand  pounds  of  steam,  or 
the  cost  to  make  e  kilowatt  hour  of  electrical  energy,  end 
throughout  the  year  those  costs  are  charged  both  to  MedisonTs 
own  internal  operations  end  to  its  external  customer.  Naturally 

it  would  not  be  possible  to  us  to  meke  that  work  out  to  the 
lest  red  oent.  It  would  take  time  to  do  that. 

Q,  That  is  adjusted  later? 

A  It  is  ed jus  ted  by  giving  effect  to  this  deficiency  in  computing 
the  estimate  for  the-  fall  of  the  year. 

Q.  I  see.  I  am  just  trying  to  find  out  where  there  is  a  deficit 
of  $30,000.00,  where  it  lies,  that  is  all,  and  then  I  think 
you  have  a  deficit  in  direct  operating  costs  in  eexcess  of  your 
$30,000.00,  $20,000.00  for  contingencies  to  the  extent  of 
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$3,012.00? 

-A  I  do  not  follow  thrt  question. 

Q,  I  spy  thrt  you  hr ve  p  deficit  on  direct  operrting  costs 

over  end  Pbove  the  $20,000.00  budgetted  for  contingencies 
emounting  to  $3,012,00. 

(Go  to  Pcge  2137) 
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in  other  words,  your  operating  costs  absorbs  the  twenty 
thousand  dollars? 

Yes,  sir. 

And  in  addition  you  had  three  thousand  and  twelve  dollars 
of  a  deficit? 

Well  I  am  not  certain  where  the  three  thousand  and  twelve 
dollars  comes  from,  Mr.  Blanchard. 

By  the  way,  why  did  you  take  that  9§  per  cent  rate  of 
return?  How  did  you  arrive  at  that? 

That  is  the  rate  that  I  was  instructed  to  use  in  making  up 

£5 1 

this-  costs  statement  for  the  five-year  period. 

Do  you  know  who  suggested  that  rate? 

Mr.  Trammell  instructed  me  to  use  that  rate. 

When  this  transfer  of  assets  was  made  from  Royalite  to 
Madison,  did  you  consider  issuing  bonds  instead  of  non-par 
value  stock  to  Royalite? 

I  gave  no  consideration  to  that? 

Was  it  discussed  do  you  know? 

Not  in  my  presence,  no  sir. 

If  you  had  issued  bonds  for  the  purchase  price  of  the  gas 
system  instead  of  stock  it  would  have  resulted  in  very  much 
lower  income  tax  so  far  as  the  Madison  Company  is  concerned. 
Treating  bond  interest  as  an  expense  of  the  Company. 

Yes . 

Yes,  sir,  that  is  right. 

That  could  have  been  done? 

It  would  have  transferred  the  incidence  of  income  tax  to 
the  shareholder  Company. 

Why  was  not  that  done,  do  you  know? 

I  do  not  know ,  si r. 
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Q,  It  would  really  have  meant  that  the  Royalite  would  have  been 
assessed  for  the  income  tax  that  is  now  paid  by  the  consumers 
or  wi  11  be . 

A  That  would  have  been  the  effect  of  it,  as  I  understand  it. 

Q  Now  then,  you  have  in  your  Exhibit  78  under  your  cross  Oper¬ 

ating  cost  in  your  summery,  a  sum  of  $1199.90  for  repressur¬ 
ing  system,  that  is  depreciation  expense  and  return  on  capi¬ 
tal. 

THE  CHAIRMAN:  Where  does  that  appear? 

MR.  BLANCHARD:  In  the  Summery  in  Exhibit  78. 

A  Yss  sir,  I  see  it. 

Q  Do  you  not  think  that  item  should  be  deferred  till  1945? 

\ 

A  I  mentioned  that  yesterday.  If  it  is  decided  to  defer  that 
charge  I  would  not  disagree  with  that. 

Q,  It  is  not  ascertained  yet  who  has  to  pay  that? 

A  No  sir. 

Q,  So  there  would  be  no  objection  on  your  part  if  that  was 
deferred? 

A  I  do  not  think  so,  no. 

Q,  Now  then,  if  you  look  at  M-D-9,  44  page  1. 

A  Which  schedule  is  that? 

DR.  BOOMER:  M-9-D. 

Q,  MR.  BLANCHARD:  In  M-9-D  44,  page  1,  you  have 

Capital  Additions.  This  is  in  column  .2,  Number  1  Main 
Compressor  plant,  $63,000  for  the  half  year. 

A  Yes,  sir. 

Q,  Does  that  mean  an  expenditure  of  $126,000  for  the  year? 

That  capital  expense  is  all  due  to  repressuring  equipment, 
is  it  now  ? 

A  No,  I  do  not  think  that  is  so,  sir. 
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Q,  Can  you  tell  me  how  much  of  it  is? 

A  I  will  just  have  to  take  a  moment  to  see  if  I  can  trace 

that  figure  for  you.  I  am  afraid  I  cannot  tell  you  the 
exact  composition  of  that  figure  at  the  moment  without  re¬ 
ferring  to  my  working  papers. 

Q  I  may  be  wrong  in  saying  that  that  whole  Capital  Expenditure 
is  for  re-pressuri  ng  . 

A  It  is  substantially  a  compressor  proper  and  some  other  equip¬ 
ment  . 

MR 4  MCDONALD:  That  is  shown  in  M-7  and  8,  is  it 

not  ? 

A  It  does  not  distribute  it,  Mr.  McDonald  ,to  the  plants  as 
shown  on  this  schedule. 

Q,  MR.  BLANCHARD:  Let  us  assume  that  it  is  for  the 

moment,  just  for  the  sake  of  argument,  let  us  assume  that 
it  is  all  for  repressuring.  That  Capital  Expenditure  I 
have  mentioned  is  for  repressuring,  let  us  assume  that* 

Now  then,  if  that  is  so  should  not  the  depreciation  and 
the  return  on  that  capital  expended  for  repressuring  also 
be  deferred  to  1945? 

A  If  it  were  all  exclusively  installed  for  the  purpose  of 
repressuring,  I  think  I  would  agree  to  that  suggestion. 

Q  Then  it  would  be  proper  for  you  at  some  time  to  break  that 
d own  end  let  us  know  how  much  is  for  repressuring  equip¬ 
ment  ? 

A  I  will  be  very  glad  to  try  during  the  recess,  if  you  wish. 

Q,  I  do  not  know  whether  it  can  be  dona  readily  or  not.  Now 

M-14,  page  2.  You  mention  that  the  distribution  of  the 
totel  cost  of  the  Number  3  South  Compressor  Station  was 

t 

made  on  the  estimated  horsepower  requirement  basis.  I 
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think  the  same  expression  is  used  when  you  refer  to  re- 
pr  essu  ring . 

A  Yes . 

Q  To  try  to  fix  the  repressuring  costs? 

A  Y©s ,  sir. 

Q  Now  will  you  just  explain  to  the  Board,  for  the  record,  what 

you  mean  by  estimated  horsepower  requirement  basis  and  why 
you  adopt  that  basis? 

A  The  estimating  of  the  horsepower  requirement  basis  was  actu- 

/ 

ally  computed,  of  course,  by  the  field  operating  people  who 
ere  familiar  with  the  method  of  determining  that  so  I  am  no  t 
able  to  tell  you  how  that  is  computed.  But  we  suggested  it 
from  the  accounting  standpoint  ss  probably  a  fair  and  proper 
way  of  distributing  the  total  cost  of  operating  these  stations 
as  a  whole,  admitting  that  there  would  be  certain  direct 
items  such  as  lubricating  oil  or  engine  repairs  related  to 
the  operation  which  could  be  specifically  identified.  As 
I  mentioned  yesterday,  and  I  believe  it  is  set  forth  in  this 
submission  M-14,  we  used  the  horsepower  basis  throughout  the 
years  1944  and  19  45  to  illustrate  the  incidence  of  cost. 

Q,  Apparently  you  consider  that  a  fairer  basis  than  the  volum¬ 
etric  basis. 

» 

A  I  think  it  is  fair,  sir,  because  the  volumetric  basis  would 
not  necessarily  bear  a  proper  proportion,  in  our  opinion, 
of  the  total  direction,  operation,  repairs  end  maintenance 
at  these  stations.  We  think  the  horsepower  basis  is  the 
pro perway  to  do  it. 

Q,  Generally  speaking,  it  would  take  more  horsepower  to  re- 
pressure  a  thousand  cubic  feet  of  ges. 

A  That  is  right. 
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Q.  •  Than  to  put  it  through  the  transmission  lines? 

A  More  effort  is  required  to  put  gas  in  the  ground  than  is 

required  to  pump  wet  gas  in  the  first  instance. 

Q  That  is  probably  why  you  adopted  the  horsepower  basis,,  was 
it,  rather  than  the  volumetric  method? 

A  We  think  it  is  a  measure  of  effort  and  wear  and  tear  that 
is  occasioned. 

Q,  THE  CHAIRMAN:  If  I  were  an  independent  operator, 

Mr.  Kirkpatrick,  using  horsepower,  would:  you  give  me  the 
electricity,  steam  snd  water  on  that  basis? 

A  No,  sir,  on  the  basis  of  the  service  which  you  actually 

consumed.  That  is  to  say  the  proportion  of  steam  and  elec¬ 
tricity.  I  think  in  that  case  we  have  something  tangible 
which  can  be  measured. 

Q,  I  am  speaking  now  of  an  independent  business.  I  am  an 

operator  and  I  ge  into  the  Turner  Valley  field  and  I  come 
to  you  people  and  I  say  "will  you  give  me  steam  and  water 
and  electricity?"  and  I  want  to  know  on  what  basis  you. 
would  give  them  to  me  to  run  my  business. 

A  I  think  it  would  be  on  the  basis  of,  on  the  sane  basis  that 
we  sell  power  and  steam  to  the  Valley  Pipeline  Company  and 
to  Royalite.  If  the  total  cost  of  operating  the  plant  is 
so  much  money  and  the  proportion  of  the  service  which  you 
require  is  ten  per  cent,  then  I  think  it  would  be  proper 
to  suggest  ten  per  cent  of  the  total  cost  would  be  the 
amount  to  be  paid. 

Q  DR.  BOOMER:  And  no  profit? 

A  Well  our  oosts  throughout,  Sir,  include  depreciation  end 
the  suggested  rate  of  return.  The  profit  is  apparent  in 
the  cost. 
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Q,  THE  CHAIiMAN:  If  you  did  not  distribute  any  part 

of  that  working  capital  in  reaching  that  cost . 

A  Yes  ,  we  do. 

Q  I  thought  you  said  you  did  not  allocate  any  of  the  working 
capital  to  those  plants. 

A  No  sir,  I  said  we  did  not  distribute  the  working  capital  to 

such  services  as  the  head  office,  field  office,  transportation 
but  the  two  main  service  plants,  the  boiler  plant  and  the 
electric  plant  and  all  other  functioning  plants,  they  bear 
their  proportion  of  the  working  capital  both  cash  and  material 
and  supplies. 


(Go  to  page  2143) 
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Q,  MR.  CHAMBERS:  That  is  shown  in  an  exhibit,  is  it  not? 

A  Yes,  it  is  set  forth  in  an  exhibit. 

Q,  MR.  BLAKG HARD :  Now  in  your  Li- 14,  I  think  you  mentioned 

an  item  of  a  charge  made  to  the  British  American  for  transport 
ing  gas,  that  would  be  between.... 

A  The  Kartell  Junction. 

Q,  The  Hart  ell  Junction  and  the  No.  I  Riant? 

A  The  Scrubbing  Plant. 

Q,  The  Scrubbing  Plant,  yes,  and  that  is  fixed  on  the  basis  of 

a  thousand  dollars  a  month? 

A  Yes . 

Q,  That  is  not  an  agreed  sum? 

A  It  is  a  sum  set  forth  in  the  Board’s  order  of  January  5th, 

1945.  It  is  not  an  agreement  between  Madison  and  British 
American,  no.  The  Board  had  set  that  . 

Q,  There  is  no  agreement  at  so  much  per  thousand  cubic  foot? 

A  No,  there  is  no  agreement  between  the  Madison  and  the  British 
American.  The  Board  has  set  by  order  that  it  should  bo  6/10 
of  a  cent  or  one  thousand  dollars  a  month,  which  ever  shall 
bo  the  greater. 

Q,  I  suppose  unless  this  whole  system  goes  bankrupt,  it  does  not 
really  much  matter  so  far  as  the  consumer  is  concerned,  who  the 
that  is  fixed  at  a  lump  sum  or  at  so  much  a  thousand  cubic 
feet,  it  is  either  paid  by  you  or  paid  by  the  British  American 
Company,  I  mean  if  it  should  be  $1,500.00  a  month  instead  of 
a  thousand  and  the  British  American  only  gets  a  thousand, 
then  the  British  Aaorioan  will  receive  the  difference  in  the 
cost  of  delivering  gas? 

A  Yos.  If  the  real  cost  to  them  is  in  excess  of  a  thousand 


dollars . 
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But  you  used  this  to  make  up  your  submission? 

That  is  so. 

Now  going  to  M-13,  Mr.  Kirkpatrick*  on  your  schedule  which  is 
a  summery  of  estimated  scrubbing  costs  to  determine  the  costs 
per  m.c.f.  of  total  gas  scrubbed  and  the  cost  ee  r  m.c.f.  of 
total  scrubbed  gas  sales,  you  arrive  at  an  average  figure  in 
your  column  7  of  2.19  and  a  fraction  cent  prr  thousand  cubic 
feet  for  gas  scrubbed? 
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And  2.37f  for  total  scrubbed  gas  sales? 

Yes . 

Which  figure  do  you  wish  us  to  take? 

Well  our  reason  for  joining  those  two  bases/thore  in  item  nATI 
wo  thought  it  wise  to  show  what  the  actual  cost  was  of 
scrubbed  gas  regardless  of  its  ultimate  destination  in  the- 
event  that  this  Board  might  wish  to  consider  that  question. 
That  is  which  is  scrubbed? 


Yes . 


MR.  CHAMBERS: 


Docs  that  include  Bow  Island? 


All  scrubbed  gas  estimated  to  be  scrubbed  anywhere  is  included 
in  that  column  under  item  TriWT . 

In  "BIT  we  have  shown  the  equivelant  cost 
per  m.c.f.  in  terms  of  the  scrubbed  gas  which  is  sold  and  which 
at  the  present  time  is  the  only  source  of  scrubbing  income. 

Well  then  the  difference  between  the  two  figures  represents  gas 
which  was  scrubbed  and  not  paid  for? 

That  is  right  . 

And  that  includes  the  gas  from  the  Bow  Island? 

Ye  s . 

Which  does  not  amount  to  much,  I  think  it  is  forty  million 
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cubic  foot  a  yoar? 

A  Something  in  that  ordc-r. 

Q,  Now  nobody  pays  for  that? 

A  No  Sir. 

Q,  What? 

A  No  Sir,  that  is  correct . 

Q,  For  whoso  benefit  does  Madison  gather,  transmit  and  scrub  that 
gas  if  nobody  pa  ys  for  it? 

A  Well  I  think,  .actually  in  my  mind  they  arc  scrubbing  that  gas 
for  the  benefit  of  an  agreement  between  Royalito  and  The  Canad¬ 
ian  Western  Company. 

Q,  Yes,  all  right.  What  about  the  scrubbed  gas  which  is  stored  in 
Bow  Island,  that  of  course  is  not  paid  for? 

A  It  is  not.  The  cost  of  scrubbing  is  not  being  paid  to  Madison 
at  the  moment,  no  Sir.  The  gas  itself  is  being  paid  for  by 
Royalito  under  the  Board’s  order  of  recent  date. 

Q  Yes? 

A  And  that  was  I  think,  if  I  recall  the  wording,  it  says  that 
that  price  is  exclusive  of  gathering,  compressing  and  other 
costs . 

Q  .  Well  I  have  not  got  the  exhibit  before  me  but  the  agreement 
between  Royalito  and  the  G-as  Company  is  in  as  an  exhibit? 

A  Yes,  that  has  been  submitted. 

Q,  I  do  not  think  you  need  to  go  into  it  unless  you  want  to.  I 
think  the  agreement  provides  that  Royalito  is  to  gather  and 
compress  and  scrub  the  gas  and  put  it  into  the  lines  of  the 
G-as  Company  for  storage  in  Bow  Island  and  then  is  to  receive 
so  much  per  thousand  cubic  foot  for  it? 

A  At  the  time  of  its  withdrawal. 


At  the  time  that  it  is  used? 
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Yos  . 

And  no  time  was  fixed  in  the  agreement  as  to  when  it  would  bo 
us  ed? 

No  4 

So  that  that  scrubbing,  ...  wo  are  dealing  only  with  scrubbing 
for  the  moment,-  that  scrubbing  was  a  function  that  Boyalite 
had  to  perform  in  compliance  with  the  terms  of  the  contract 
you  just  mentioned? 

That  is  right  • 

And  it  is  a  function . 

Prior  to  January  31st,  1941. 

-and  it  is  a  function  that  now  Madison  is  performing? 

That  is  correct. 

For  nothing? 

Was  that  a  question  you  asked  me,  Sir. 

For  nothing? 

It  is  not  receiving  any  income  for  the  scrubbing  costs  of  the 
gas  being  stored  in  Bow  Island. 

A s  a  matter  of  fact  there  has  been  no  gas  stored  in  Bow  Island 
for  sometime? 

There  is  a  little  gas  being  stored  at  the  present  moment 

I 

commencing  sometime  in  May  of  this  year. 

-und  I  think  you  anticipate  or  it  has  been  estimated  that  there 
will  be  about  five  million  cubic  feet  a  day  stored  in  Bo w 
Island  during  the  summer  months? 

I  think  those  are  the  figures  which  have  been  given. 

MB.  CHAMBSH3 :  I  do  not  want  to  interrupt  but  while  you 

are  following  up  the  Bow  Island  picture  I  think  for  the  purposes 
of  the  record,  one  of'  the  questions  you  asked  Mr  .Kirkpatrick 
might  have  implied  an  interpretation  of  that  contract.  Now 
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tho  Royalito  position  is  so  far  as  the  Royalito  contract  with  tho 
Gas  Company  for  storing  gas  in  Bov/  Island  is  concerned,  it  is 
that  Royalite  only  supplies  it  if  it  has  gas  available.  That  is 
tho  position  up  to  the  passing  of  this  act  ,  and  Royalito  has 
taken  tho  position  from  then  on  that  it  has  no  gas  available  and 
it  was  not  concerned  about  storing  gas  in  Bow  Island.  L  situation 
came  up  this  summer  whereby  there  was  certain  gas  that  could  be 
flared  which  did  not  go  to  Bow  Island  and  the  Board  granted  an 
order,  a  temporary  order  to  take  care  of  that  situation,  orders 
Nos. 15  and  16.  There  might  be  some  indication,  -  I  do  not  know, 
to  anybody  reading  this  transcript,  that  Royalite  was  now  not 
living  up  to  its  contract  and  was  loading  on  to  Madison  something 
itself  was  under  obligation  to  do  but  the  point  is  that  this 
contract  so  far  as  Royalite  is  concerned  as  to  the  question  of 
Bow  Island,  that  is  the  situation  and  it  is  prepared  to  stand  or 
fall  on  its  interpretation  of  that  agreement.  I'f  somebody  wants 
gas  to  Bow  Island  Royalite  says  "Well  wo  are  prepared  to  do  it 
on  certain  terms. TT 

Q,  MR.  BLaKCRuRD:  Royalite  is  under  no  obligation  to  deliver 

any  gas  to  Bow  Island? 

a  That  is  it. 

Q,  But  it  has  to  be  considered  at  sometime 

A  f G  S  • 

Q,  Now  let  us  go  to  M-12? 

THE  CHEJRMaN:  You  had  finished  with  this,  had  you  Mr  • 

Blanchard,  or  do  you  wish  to  go  further  with  it. 

MR.  BLMNTC1MRD:  I  think  unless  you,  Mr*  Chairman,  want  to 

pursue  it  further,  I  have  nothing  more  to  add. 

Q,  MR.  BLaNCHARD:  Now  M-12.  Now  for  the  purposes,  of  tho 

submission,  submission  12  has  four  mein  objects,  or  rather  you 
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had  four  main  objects  in  preparing  M-12,  the  first  is  to  determine 
the  total  cost  of  gathering  and  cooijx  cssing? 

A  Wot  gas  gathering. 

Ci  Wet  gas  gathering  and  compressing ? 

A  Ye  s  • 

Q,  And  the  second  was  to  split  the  cost  in  the  No. I  Plant  between 
gathering  and  compressing? 

A  That  is  right  * 

Q,  the  third  is  to  split  the  cost  in  the  No. 3  riant  between  the 

gathering  and  compressing  of  ths  residue  gas? 

A  That  is  right. 

r  9 

Q,  And  the  fourth  is,  and  I  suppose  one  of  the  main  purposes,  is  to 
determine  the  percentage  of  compression  and  gathering  costs 
payable  by  Royalite? 

A  Yes . 

And  on  that  basis,  at  least  in  your  submission  you  fix  or  you 
arrive  at  the  figure  of,  M-12-D,  Page  I,  on  page  I  of  12-D, 
which  is  the  distribution  of  wet  gas  gathering  and  compression 
costs,  you  find  that  the  total  percentage  which  should  bo  paid 
by  the  absorption  plant  is  9.54? 

A  That  is  right. 

Q,  Now  7 fo  of  that,  the  first  two  items  consist  of  plant  vapors  and 
absorption  gas  extraction? 

■a.  Correct. 

Q,  Now  in  column  5  of  1944,-  let  us  take  1945  rather  because  there 
was  not  the  same  question  in  1944,  -  the  total  volume  of  wet  gas, 
compressed  gas,  gas  compressed  at  the  No. I  Plant  would  bo  18 
billion  322  million  300  thousand? 

a  That  is  our  estimate. 

Q,  And  l°]o  of  that  would  bo  12  billion,  no,  or  one  billion,  282 


•■J 


. 


*  \ 


Mr.  W.  C*  Kirkpatrick 
Cross-Exam.  by  Mr.  Blanchard 

-2149- 

million,  561  tnousand? 

A  If  yon  take  7p  of  18  billion,  I  assume  that  would  be  correct. 

It  sounds  all  right. 

Q,  Now  that  leaves  the  balance  of  wet  gas  compressed  at  the  No. I 
Plant  of  17  billion,  39  million  odd? 

A  Yes. 

Q,  Cubic  feet? 

A  Yes. 

Q,  Now  I  am  informed  that  Madison  delivers  to  the  scrubber  for 

-»  * 

scrubbing  or  did,  it  will,  that  is  an  estimate  made  I  think  by 
your  officers,  will  deliver  to  the  scrubber  in  1945,  13  billion, 
100  million  cubic  feet,  which  leaves  3  billion  939  million  cubic 
feet  unaccounted  for,  I  mean  there  is  somewhere  around  that 
point.  Now  what  is  it,  bo  you  know? 


(G-o  to  page  2150) 
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A  Well  I  had  to  use  the  figures  again  to  actually  reconcile  them, 

but  there  appears  in  your  explanation  to  be  two  items  unaccounted 

\ 

for.  One  is  the  volume  of  residue  dry  gas  being  returned  to  the 
north  return  fuel  system.  The  other  is  the  metering  differences. 
The  two  of  them  would  not  quite  to  my  mind  equal  the  approximate 
three  million  cubic  feet  you  spoke  of. 

Q,  Just  a  moment.  Did  you  say  residue  dry  gas  to  the  north  fuel 
line  ? 

A  Yes  sir,  that  is  what  I  said. 

Q,  •  Oh  yes,  that  is  right.  I  was  thinking  of  scrubbed  gas. 

A  It  is  unscrubbed  gas. 

Q,  Well  I  am  taking  again  your  estimate.  I  find  that  fuel  would 
account  for  817  million  cubic  feet.  By  the  way,  I  have  here, 

I  find  the  return  for  returned  fuel  for  1945  to  be  1,095,000,000 
cubic  feet  ? 

A  That  figure  sounds  familiar  to  me.  I  believe  it  is  taken  from 
Mr.  Stevens-Guille'  s  M-2  revised. 

Q,  Now  that  is  something  that  is  not  taken  into  account  in  the 
fixing  of  the  percentage  that  should  be  borne  by  Royalite  ? 

A  It  is  not  taken  into  account  in  that  percentage,  no  sir.  That 
9.4  percent  is  the  volume  relating  directly  to  the  extraction 
of  the  liquid  content  of  the  wet  gas  leaving  the  remaining 
volume  representing  residue  gas  in  some  form  or  the  other,  either 
scrubbed  or  unscrubbed,  eventually  for  return  north  to  the  wells 
drilling  in  that  year. 

MR.  CHAMBERS:  Pardon  me,  Mr.  Blanchard,  for  intersecting. 

I  am  speaking  now  on  behalf  of  Royalite.  These  costs  as  set  up 
do  include  in  the  charges  that  indirectly  go  from  the  Gas 
Company  to  the  consumer,  the  cost  of  bringing  down  residue  dry 
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gas  that  ultimately  goes  back  for  drilling  purposes  in  the  north 
end  and  Royalite  instructed  me  to  say  thoy  realized  that  should 
be  charged  to  them  and  is  a  factor  that  will  be  taken  into  con¬ 
sideration  when  the  adjustment  takes  place  between  the  absorp¬ 
tion  plant  and  producer  as  to  the  percentage. 

MR.  BLANCHARD:  Well  I  think  that  is  a  very  fair  statement 

from  my  friend. 

Q,  In  other  words  the  gathering  and  compressing  of  all  the  gas 
later  returned  to  the  north  end  for  fuel,  the  proportionate 
costs  of  that  will  be  borne  by  Royalite.  Now  of  that  nearly 
four  billion  cubic  feet  unaccounted  for,  that  is  not  paid  for 
anywhere.  I  find  that  there  is  repressured  2,349,000,000  is 
expected  to  be  repressured  in  1945.  How  is  the  cost  of  re- 
pressuring  taken  care  of  in  your  statement  ? 

A  The  cost  of  repressuring  is  set  forth  in  all  our  Exhibits  M-9. 

It  is  the  last  item  on  the  group  of  costs  headed  ’’Operating 
Department”  .  I  think  probably  what  you  have  reference  to,  if 
I  may  say  so,  is  the  gathering  costs  of  the  repr assured  gas. 

The  gathering  cost  of  that  gas  which  is  repressured  is  not 
transferred  by  us  in  these  submissions  to  the  repressure  system 
costs . 

Q,  Then  if  your  submissions  were  accopted  that  gathering  cost  would 
be  charged  to  the  consumer  ? 

A  That  is  correct,  yes. 

MR.  HARVIE:  What  was  that  quo st ion  ? 

MR.  BLANCHARD:  *  Then  if  the  Madison  submissions  are  accepted 

the  gathering  costs  of  gas  repressured  would  be  charged  to  the 
consumer . 

Q,  And  again  when  the  gas  that  is  repressured  is  delivered  to  the 
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consumer  there  will  be  another  gathering  cost  to  be  paid  by 
the  consumer  ? 

It  will  be  a  mighty  insignificant  one,  because  the  reprossured 
wells  are  in  the  immediate  vicinity  of  the  scrubbing,  plant. 

It  will  not  bo  transported  through  the  same  system,  to  the 
same  existing  gathering  system. 

You  think  there  will  be  a  small  amount  compared  to  the  original 
gathering  cost  ? 

I  would  want  to  be  corrected  on  this,  but  probably  it  will  be 
returned  through  the  same  line  as  it  is  now  being  reprossured. 
If  you  base  your  depreciation  on  the  scrubbing  sales,  then 
that  does  not  take  care  of  any  of  these  gathering  costs  where 
the  gas  does  not  go  to  the  scrubber  ? 

It  imposes  as  a  depreciation.  That  volume  will  result  in  depre¬ 
ciation  calculation  applicable  to  the  gathering  system.  Yes 

% 

sir  there  will  be  depreciation. 

The  gathering  system  handles  a  very  great  deal  more  gas  than 
the  scrubbing  substantially  ? 

Yes,  it  does  handle  a  substantially  greater  volume  to  the 

scrubber  but  not  necessarily  a  substantial  percentage  greater 

in  terms  of  wet  gas  reserves.  We  must  bear  in  mind,  if  we  say 

twenty  million  wet  gas  are  transported  in  3nd  only  fifteen 

million  are  scrubbed  the  two  must  have  different  denominators 

in  determining  the  factors  to  be  applied  to  arrive  at  the 
♦ 

depreciation. 

In  your  Method  nATT  in  M-10,  you  say  that  the  basis  should  be  on 
the  gathering  of  the  amount,  the  volume  of  gas  gathering  costs. 
It  would  bo  necessary  to  know  the  gas  reserves  in  some  five  or 
six  different  parts  of  the  field  served  by  different  lines  ? 
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A  That  is  one  of  the  objections  I  raised  to  Method  ”ATt. 

Q,  Do  you  think  it  would  be  necessary  to  do  that  ? 

A  Yes  sir. 

Q,  Couldn’t  you  take  all  the  total  volume  going  through  the 
gathering  line  and  use  that  as  a  basis  ? 

A  You  could  do  that  but  in  my  opinion  that  is  no  different  than 
taking  the  scrubbed  gas.  You  should  arrive  at  approximately 
the  same  percentage  in  that  case. 

Q,  You  would  have  a  higher  depreciation  ? 

A  Not  necessarily,  no  sir.  Not  necessarily.  There  is  so  much 
wet  gas  there  which  is  a  greater  volume  than  its  residue 
•  equivalent.  If  a  certain  volume  of  wet  gas  is  extracted 
during  the  year  that  represents  the  percentage  of  total  wet 
gas  reserves.  Let  us  say  it  is  5  percent  which  represents 
both  the  wet  gas  and  the  wet  gas  transported  and  the  wet  gas 
reserve,  the  residue  gas  base,  you  will  still  result  in  a  5 
percent  - 

Q,  I  have  not  figured  it  up  but  it  appears  to  me  if  you  were 

handling  four  billion  cubic  feet  more  a  year  in  the  gather¬ 
ing  system  than  you  are  in  the  scrubbing,  if  you  take. your 
gathering  system  ass---  basis  you  would  have  a  greater  depre¬ 
ciation  say  this  year  or  next  year. 

A  I  doubt  it  sir. 

MR.  CHAMBERS:  If  you  have  your  enumerator  and  denomin¬ 

ator  both  larger,  it  would  not  make  any  difference. 

q  MR.  BLANCHARD:  Now  there  are  some  parts  of  the  system  in 

any  event  that  will  bo  written  off  cr  at  least  will  cease  to 
function  in  the  course  of  the  next  ten  years.  For  instance 
the  C.  &  O.P.  Lines  to  the  compressor  and  back  to  the  main 
north  line.  That  is  assumed  will  cease  to  be  used  ? 
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A  It  is  not  our  assumption  sir.  We  are  assuming  that  the  equip¬ 
ment  which  is  related  to  the  gathering  of  residue  gas  from 
0.  &  0.  P.  Plant  has  a  substantial  alternative  use  at  the  end 
of  ten  years. 

Q,  Where  ? 

A  In  the  existing  field  gathering  system.  That  is  an  assumption 
which  I  think  would  have  to  be  substantiated  by  engineering 
evidence,  but  it  is  an  assumption  we  use  in  our  accounting. 

Q,  If  the  assumption  is  not  correct,  do  you  think  that  the  lines 
I  suppose  there  are  two  of  them,  should  be  depreciated  within 
their  life  ? 

A  If  they  have  no  alternative  use,  most  certainly,  yes  sir. 

Q,  All  right,  now  what  about  the  repressure  installations? 

A  Well  again  we  have  assumed  there  will  be  some  alternative  use 

for  that  equipment. 

Q,  I  understand  that  in  the  submissions  it  is  estimated  there  will 
be  no  more  repressuring  after  twelve  years,  is  it  perhaps  less  ? 

A  At  least  twelve,  if  not  more. 

Q,  If  there  is  no  alternative  use  for  those  installations  and 

equipment  and  so  on  that  make  up  the  repressuring  there  is  no 
alternative  use  for  them  you  would  say  they  should  be  written 
off,  depreciated  during  their  life  ? 

A  Again  I  agree  when  there  is  no  alternative  use. 

Q,  And  that  will  result  in  a  higher  rate  of  depreciation  in  the 
next  few  years  ? 

A  In  the  early  years  yes. 

Q,  At  which  time  you  have  got  a  great  many  more  customers  to 

absorb  that  depreciation.  You  are  selling  15  billion  cubic 
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fact  now  and  you  anticipate  in  five  years  you  will  be  selling 
only  9  billion  cubic  feet.  I  was  wondering  whether  your  risk 
is  not  increased  when  you  defer  this  depreciation  or  at  least 
spread  it  over  the  whole  term  rather  than  take  a  high  depre¬ 
ciation  now.  It  makes  a  difference  in  your  risk. 

1  Well  I  do  not  think  so.  Apart  from  the  question  of  alternative 
use  just  assume  I  take  it  that  this  equipment  that  is  used  for 
reprossuring  and  their  residue  line  and  compressor  from 
G-.  &  0.  P.  Plant,  assuming  they  have  an  alternative  use,  then 
I  believe  that  the  incidence  of  depreciation  to  each  m.c.f.  of 
gas  disposed  of  is  definitely  geared  in  such  a  way  that  if  15 
million  c.f.  are  put  through  this  year  as  opposed  to  9  million 
in  four  or  five  years  hence  the  incidence  of  depreciation  is 
exactly  the  same. 

Q,  ’You  are  assuming  there  is  no  greater  risk  becuase  you  assume 
there  will  be  a  market  right  to  the  end  for  available  gas  ? 

L  I  am  assuming  sir  we  will  withdraw  the  360  odd  million  cubic 

foot  that  has  boon  referred  to.  That  it  will  be  all  marketable 

shall  we  say. 

Q,  Thero  is  just  one  matter  I  would  like  to  get  on  the  record. 

Going  back  to  M-9-A.  Take  1944.  It  is  just  for  the  record  in 
anticipation  of  other  evidence  that  will  be  given  Mr. 
Kirkpatrick.  Taking  your  boiler  plant  and  electric  plant. 

That  is  the  service  department  charges.  Now  those  are 
siphoned  up  into  the  various  operating  departments  ? 

A  To  the  extent  that  those  services  are  used  by  those  functional 
operating  departments. 

Q,  Now  then  when  a  proportion  of  the  boiler  plant  and  electric 
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plant  ara  siphoned  into  the  direct  expense  of  the,  let  u.s  say, 
scrubbing  plant,  you  include  the  depreciation  and  the  return 

0 

in  the  figure  that  is  given  as  direct  expense  for  the  scrubb- 
ing  ? 

That  is  correct  Mr.  Blanchard. 

(  G-o  to  Page  2157)- 
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Q,  That  is  correct? 

A  Yes . 

Q,  And  then  the  depreciation  expense  in  Cooumn  4  on  thereturn 
on  capital? 

A  I  will  just  check  that. 

Q,  That  is  4  and  5? 

A  Yes. 

Q.  They  are  calculated,  they  do  not  include,  there  is  no  dupli¬ 
cation? 

A  No  sir* 

Q,  Of  the  depreciation  rate  of  return  already  included  in  the 

services? 

A  No  sir, 

TKS  CHAIRMAN:  Mr.  Fenerty? 


CROSS-EXAMINATION  BY  HR.  FENERTY 

Q,  Mr.  Kirkpatrick,  I  believe  you  have  been  in  Calgary  in  connec¬ 
tion  with  the  Royalite  and  subsequently  the  Madison  approximate 
ly  some  four  or  five  or  six  years? 

A  Five  and  a  ^alf  years,  Mr.  Fenerty. 

Q.  And  orior  to  that  you  were  associated  with  other  oil  companies 
producing  or  refining  gas? 

A  I  was  associated  with  the  International  Petroleum  Company 
prior  to  my  coming  to  Calgary  here. 

Q,  For  some  time? 

A  Some  twelve  years,  fourteen  years. 

Q.  And  are  you  familiar  as  a  result  of  those  associations  with  the 
general  principle  employed  by  petroleum  companies,  oil  com¬ 
panies,  in  apportioning  costs  as  between  departments  where 
t’  -,ra  are  costs  which  might  be  apportioned  between  different 
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departments? 

A  Yes  sir. 

Q,  That  is  common  costs? 

A  Yes  sir. 

Q,  And  is  it  correct  to  say  that  the  general  basis  of  apportion¬ 
ment  adopted  in  the  oil  industry  is  based  on  returns  rather 
than  volume? 

A  By  returns  you  mean  realization? 

C  Gross  returns,  realization? 

A  Not  in  my  experience,  sir. 

Q,  It  has  not  been? 

A  No  sir,  because  my  experience  has  been  confined  to  operations 
which  are  wholly  integrated  prior  to  my  coming  to  Calgary 
here,  end  in  that  particular  operation  a  substantial  part 
of  the  affair  was  producing,  with  refining  as  an  incidental 
part,  but  each  of  those  departments  maintained  their  own 
administrative  groups  and  the  expenses  of  those  groups 
were  a  burden  directly  upon  the  producing  or  refining  as  the 
case  might  be.  There  was  very  very  little  expense  in  the 
operation  which  I  have  reference  to,  which  required  an  arbitrary 
distribution  between  producing,  refining,  marketing,  etc. 

Each  one  had  its  own  management  and  administrative  group. 

Q.  Yes . 

A  As  distinct  from  the  operations  to  which  you  are  referring 

in  Turner  Valley,  where  there  is  a  common  administrative  group. 

Q,  Then  you  did  not  have  that  same  problem? 

A  No,  not  to  that  extent. 

Q,  Now  I  note  in  Exhibit  80,  Report  M-10,  page  11,  paragraph 

19,  there,  is  t h .  statement.... . 

MR.  CHAMBERS  i 

Q, 


MR.  FENERTY: 


Page  11? 

Page  11,  paragraph  19  ,  dealing  with 
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*  Method  "Bu. 

A  Pardon  just  a  minute. 

Q,  And  you  exolain  it  on  the  nrinciple  that  all  of  Madison’s  fixed 
0  capital  assets  are  dedicated  to  the  fundamental  work  of 

gathering  and  scrubbing  and  preparing  for  market  residue  natural 
gas  for  sale  to  Calgary  and  other  domestic  consumers?  Now 
when  you  are  referring  to  residue  gas,  preparing  the  residue 
gas  for  the  market,  I  take  it  that  is  dry  gas,  in  a  word? 

Dry  gas  to  the  market,  yes. 

v.oo  ? 

-L  kO  • 

Dry  scrubbed  gas. 

So  tvat  when  you  refer  to  residue  gas  it  is  dry  gas? 

That  is  correct. 

And  it  follows  from  that  that  the  assets  of  Madison  ore  dedi¬ 
cated  to  the  fundamental  work  of  gathering  dry  gas  and 
scrubbing  it  and  pr^ering  it  for  the  market  for  Calgary  and 
other  consumers,  that  is  right  is  it  not? 

Would  you  just  repeat  that  question,  Mr. Fenerty? 

I  say  it  follows  from  your  statement  that  when  you  refer  to 
residue  natural  gas  as  dry  gas  that  the  fixed  assets,  I  am 
quoting  now,  ’’Madison  Ts  fixed  capital  assets  ere  dedicated  to 
the  fundamental  work  of  gathering  and  scrubbing  and  preparing 
for  market  dry  gas  for  sale  to  Calgary  and  other  domestic 
markets”? 

That  is  right. 

I  am  just  substituting  the  word  T’dry  gas”  for  ’’residue  natural 
gas”  in  the  statement  as  it  appo-ers  here? 

That  is  Madison’s  fundamental  work,  yes. 

Now  at  what  stage  of  these  operations  dors  dry  gas  appear  on 
the  scene  for  the  first  time? 

Dry  gas  first  appears  on  the  scene  at  the  G.O.P.  plcnt. 
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Q,  Yes.  As  far  as  the  Madison  is  concerned? 

A  As  far  as  Madison  is  concerned  it  appears  on  the  scene  at  that 
p'oint  because  then  it  is  transmitted  to  Madison’s  facilities. 

Q,  Then  as  far  as  Madison’s  owh  operations  are  concerned,  you 
distinguish  from  taking  the  gas  from  the  G.O.P.  or  the 
British  American  Companies.  Take  the  North  end,  where  does 
the  dry  gas  first  appear  on  the  s.cene? 

A  At  the  outlet  at  the  gasoline  plant. 

Q,  Down  stream? 

A  That  is  right. 

Q,  But  you  do  not  start  there? 

A  No  sir. 

Q,  And  as  I  understand  it  the  elements  which  ultimately  appear 

as  dry  gas  first  appear  on  the  scene  at  the  bottom  of  a  well, 
don’t  they? 

A  Certainly. 

Q.  And  you  do  not  start  there? 

A  No. 

Q.  And  how  do  you  come  to  pick  a  point  in  between? 

A  Well  I  am  not  quite  certain  what  tve  point  in  your  question 
is.  I  am  afraid  I  do  not  understand  it. 

Q.  Never  mind  the  point.  Just  tell  me  what  I  asked  you.  You 

are  not  concerned  with  the  point,  you  are  concerned  with  the 
facts.  How  did  the  company  come  to  pick  this  place. 

A  Well  in  its  raw  native  form  it  comes  out  in  the  well,  and  the 
fuel  resulting,  the  residue  gas,  from  Madison ’ s  standpoint, 
is  taken  over  at  the  outlet  to  the  gasoline  plant  after  the 
liquefied  contents  have  been  extracted  therefrom.  There 
was  residue  gas  inherent  in  the  gas  from  the  time  it  left 
the  well. 

Q  Let  us  go  over  it  again,  so  thst  we  will  both  get  the  point. 
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A 

Q 

A 

Q, 


A 

Q, 
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Q, 


A 

Q 

A 

Q. 

A 


A 

Q 

A 

Q 
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I  think  we  have  it  but  let  us  go  over  it  again.  You  say 
you  are  dedicated  to  the  function  of  handling  dry  gas  but 
you  do  not  start  with  dry  gas? 

That  is  correct. 

That  is  right? 

Yes  . 

And  the  product  from  which  you  get  dry  gas  starts  at  the 
bottom  of  the  well,  does  it  not? 

That  is  right . 

That  is  the  first  place  where  you  get  it  from,  apart  from  the 
gas  cap,  Mr.  Kirkpatrick? 

Yes . 

I  want  to  know  why  if  this  company  is  dedicated  to  the  function 
of  handling  dry  gas  it  does  not  start  to  handle  dry  gas,  it 
starts  to  handle  wet  gas,  does  it  not? 

It  is  wet  gas  and  then  it  is  eventually  in  the  dry  gas  form. 

And  you  have  to  have  oil  in  your  wet  gas  in  the  case  of  the 
oil  wells? 

Yes . 

Leaving  out  the  gas  cap? 

Well  the  two  are  produced  coterminous ly ,  yes. 

You  say  you  have  to  handle  wet  gas  in  order  to  have  dry  gas? 
Yes. 

And  I  am  going  one  step  further  end  say  you  have  to '  handlle 
oil  in  order  to  get  wet  gas. 

We  do  not  heave  to  handle  oil  at  ell# 

To  get  wet  gas? 

No,  we  are  not  concerned  with  the  oil  business  at  ell. 

THE  CHAIRMAN:  Whet  Mr.  Fenerty  mcens  somebody 

has  to  handle  it? 

Yes. 
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Q,  MR.  FENERTY:  Mr.  Kirkpatrick,  you  say  you  are 

not  concerned  with  the  oil  business  at  all? 

$ 

A  Yes. 

Q,  And  you  are  not  concerned  with  the  wet  gas  business? 

A  We  are  dedicated  fundamentally  for  the  purpose  of  preparing 
and  transporting  gas  to  the  market. 

Q,  You  are  telling  me  that  you  are  dedicated  to  the  function  of 
gathering  dry  gas,  and  you  tell  ke  you  are  not  concerned  with 
oil,  and  you  told  me,  I  suggest,  in  effect,  a  question  or  two 
ago  that  you  are  not  concerned  with  the  wet  gas,  is  this  not 
logical? 

A  Well  I  have  not  any  answer  to  that,  sir.  I  do  not  understand 
what  you  mean,  frankly. 

Q,  The  question  that  I  was  getting  at,  and  I  will  ask  you  to  try 
and  give  it  some  thought,  why  you  happened  to  start  your 
functions  somewhere  between  the  beginning  of  the  operations 
and  the  production  of  the  thing  which  you  ere  dedicated 
to  handle,  dry  gas?  Why  did  you  not  start  at  the  dry  gas 

4 

end  or  at  the  beginning,  that  is  whet  I  went  to  know? 

A  You  are  asking  me  I  take  it,  then,  Mr.Fenerty,  why  is  Madison 
the  owner  of  the  wet  gas  gathering  lines  and  the  dry  gas? 

Q.  I  am  just  asking  you  only  what  I  have  said,  why  you  start 
somewhere  in  between.  Now  do  you  know  why? 

A  I  do  not  understand  your  question,  I  am  very  sorry. 

Q.  You  do  not  understand  it? 

A  No,  I  do  not. 

Q.  You  are  serious  about  this,  you  do  not  understand  what  I  am 

saying? 

A  I  do  not  understand  it  the  way  it  is  put. 

Q,  TPS  CF/-IR11AN:  I  think  it  is  very  simple.  Mr. 

Eenerty  is  in  effect  saying  to  you,  why  didnTt  you  start  at 
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Q, 
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tve  outlet  to  the  absorption  plant,  and  since  you  did  not  do 
that,  why  did  you  not  start  at  the  bottom  of  the  well,  and  since 
you  did  not  do  that,  why  did  you  pick  a  place  in  between  the 
two? 

Namely  from  the  top  of  the  well  through? 

That  is  right? 


The1:  is  a  question  I  cannot  answer.  I  do  not  know. 

M^.  FENERTY:  .  Yon  do  not  know? 

MR.  CHAMBERS :  ^e  has  not  got  the4",  answer.  I  do 

submit  the  answer  is  verv  simple,  and  it  is  not  for  this 
witness  or  any  other  witness  to  tell  it. 

THE  CF/IRM/N:  Well,  Mr.  Chambers,  if  the  witness 


knows . 

MR.  FENERTY: 

TFE  CFLIRMLNr 
IF  .  CHAMBERS  : 
the  starting  point  is. 


Just  a  minute . 

He  may  not  know. 

It  is  the  Legislature  that  says  where 


MR.  FENERTY:  If  my  learned  friend  is  going  to 

make  a  statement  as  to  the  answer,  I  am  going  to  give  an 
answer  and  it  bss  to  do  with  something  being  a  public 
utility. 


MR.  CHAMBERS:  I  do  not  think  the  question  is  proper. 

I  say  we  start  where  the  Legislature  tells  us  to  start  in  the 
Natural  Gas  Utilities  Let.  It  defines  it  there.  That  tells 
us  where  to  start. 


]  "  .  FENERTY: 
ment  on  that. 
THE  CF/IRM/N: 


He  should  be  able  to  give  us  a  state- 

Where-  you  start  is  something . 

Just  a  minute,  gentlemen.  This  is 


going  to  stop.  I  am  not  going  to  have  it.  Mr.  Fenerty Ts 

a 

first  question  was/perfectly  proper  one  and  the  witness  can 


answer  it  if  he  has  the  information. 
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MR.  FENERTY:  You  say  you  cannot  answer  that 

question? 

No  sir,  I  cannot  answer  the  question  in  the  form  that  you  have 
put  it,  Mr.  Fenerty. 

IiS  a  result  of -your  experiences  in  the  oil  operations,  whero 
do  you  think  it  should  start? 

My  experience  is  not  such  or  has  not  been  such  that  I  could 
give  an  opin’ on  as  to  where  it  should  start. 

What  you  have  done  has  been  done  as  an  accountant,  and  you  have 
allocated  it  on  the  basis  of  your  instructions,  on  the  basis 
of  the  facts  that  you  got? 


(Go  to  page  2165), 
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Q,  And  were  your  instructions . You  prepared  these 

reports,  I  believe,  didn’t  you? 

A  Ye  s  s  i  r . 

Q  And  were  your  instructions  that  the  Madison  Company  was 
dedicated  to  handling  dry  gas? 

A  That  is  my  observation  and  I  will  take  sole  responsi  bility 
for  that  remark  in  this  report. 

Q,  You  must  have  known  something  about  that,  to  make  that 
s  tatement  . 

A  I  still  say  their  assets  are  dedicated  to  the  business  of 
handling  compressing,  scrubbing  and  so  on  of  diy  gas. 

Q,  Yes,  I  know.  But  that  is  the  best  you  can  tell  me  as  far 
as  you  are  concerned  then  that  it  is  dedicated  to  handling 
dry  gas  and  you  make  that  statement  on  your  own  responsib¬ 
ility? 

A  That  is  right. 

Q,  And  you  have  no  knowledge  or  ideas  of  why  we  start  with 
handling  wet  gas? 

A  No,  sir,  I  have  not. 

Q  All  right,  you  cannot  tell  me  any  more  can  you.  Now  I  take 
it  in  the  course  of  your  work  you  acquire  some  knowledge  of 
what  happens  in  the  field.  You  would  have  to  know  about 
that  , 

A  A  rudimentary  knowledge,  yes. 

Q,  I  take  it  you  do  know  that  gas,  as  such,  in  the  commercial 
operation  of  the  field,  speaking  now  of  crude  oil,  the  gas 
first  performs  the  function  of  assisting  in  the  production 
of  crude  oil,  the  gas  lifts  up  the  oil. 

A  That  is  right. 

Q  And  that  gas  is  then  taken  through  a  separator  whore  the 

crude  oil  is  separated.  Some  volume  of  crude  oil  and  then  it 
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is  either  flared  or  taken  through  a  pipe  line  to  the  absorp¬ 
tion  plant,  that  is  correct? 

A  That  is  correct,  yes. 

Q  So  that  leaving  out  the  question  of  waste,  you  have  first  the 
function  of  the  lifting  of  the  crude  oil;  second  is  the  prod¬ 
uction  of  natural  gasoline. 

A  Yes,  the  gas  is  taken . 

0  From  there  on  it  has  been  in  the  past  either  flared  or  used 
fo  r  f ue  1 . 

A  In  certain  wells ,  yes. 

Q,  In  all  wells,  has  it  not,  used  either  for  fuel  or  flared? 

A  Yos  .  There  have  been  a  number  of  wells  which  have  been  tied 

into  the  system  at  one  time  or  another,  as  I  understand  it. 

Your  statement  is  correct  insofar  as  some  wells  are  concerned, 

Q,  Sow e  have  the  natural  sequence  of  events.  First,  the  crude 

oil  operation,  the  wet  gas  operation  and' the  residue  gas,  what 
you  call  residue,  the  dry  gas  which  is  sold  if  there  is  a 
market  and  it  is  flared  if  there  is  not,  heretofore.  From 
here  on,  perhaps,  it  will  either  be  sold  or  repressured.  I 
suggest  to  you  in  the  set-up  we  have  hare  as  advocated  by 
Madison  you  have  reversed  that  situation  that  existed  hereto¬ 
fore.  You  are,  in  effect,  treating  this  operation  from  beginn¬ 
ing  to  end  as  a  dry  gas  operation,  with  a  residue  of  natural 
gasoline  end  then  back  to  the  well  with  some  crude  oil.  That 
is  the  way  you  have  treated  it  in  your  set-up  here. 

A  If  I  understand  your  question  you  are  stating  that  we  are 
taking  the  diy  gas  as  the  end  product. 

Q,  Yes. 

A  And  going  back  through  the  various  stages  to  the  point  where 
it  first  comes  out  of  the  well. 

Q  Those  ere  incidental  by-products.  Crude  oil  and  gasoline. 
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That  is  your  set-up  for  the  purpose  of  this  submission,  is 
it  not? 

A  We  ere  not  concerned  with  anything  to  do  with  crude  oil  or 
gasoline.  We  are  concerned  with  natural  gas. 

Q  I  appreciate  that. 

A  We  are  not  saying  that  crude  oil  is  a  by-product  of  the  gas 
or  gas  is  a  by-product  of  the  crude  oil. 

Q,  My  suggestion  does  not  make  sense  to  you? 

A  I  do  not  understand  it,  I  am  sorry.  I  see  what  you  mean,  I 
think,  that  one  or  the  other  is  a  by-product  of  the  other, 

Q  Yes.  And  I  say,  for  the  purposes  of  this  hearing,  you  have 
set  it  up  that  dry  ge  s  is  the  chief  product  and  the  others 
are  by-pioducts,  have  you  not? 

A  For  our  purposes,  the  dry  gas  is  the  thing  that  really  we 
want  to  get.  We  want  dry  gas. 

Q,  And  I  am  right  in  saying  that  for  the  purposes  of  this 

Inquiry,  you  are  treating  the  dry  gas  as  the  chief  thing  and 
the  others  ere  by-products.  That  is  according  to  your  set¬ 
up  . 

A  W®  are  in  the  dry  gas  business. 

Q,  You  do  not  have  to  tell  me  that.  I  suspected  you  were  in 

the  dry  gas  business.  Anyway,  you  can  tell  me  if  I  am  right. 
If  you  do  not  knew,  tell  me  and  if  it  is  not  so,  tell  me. 

A  I  know  we  are  not  concerned  with  crude  oil  or  natural  gaso¬ 
line.  Therefore  we  have  no  occasion  to  consider  whether  they 
are  by-products.  I  do  not  see  that  situation  in  our  set-up. 

Q,  That  is  the  answer  as  far  as  you  are  concerned,  it  is  not 
so? 

A  That  is  right. 

Q  Then  we  will  leeve  that. 
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THE  CHAIRMAN:  I  think  we  will  adjourn,  Mr. 

Fen  orty , 

(At  this  point  there  was  a  short  adjournment.) 

Q,  MR.  FENERTY:  Mr.  Kirkpatrick,  just  another  word 

about  the  subject  we  were  on  and  I  will  come  to  something  else. 
I  wonder  if  your  understanding  is  the  same  as  mine  that  these 
gathering  lines  which  are  owned  by  Madison,  when  they  are  in 
operation  are  fully  and  completely  occupied  -  I  mean  as  to 
volume  -  fully  and  completely  occupied  with  the  transmission 
of  wet  gas  from  the  well  to  the  absorption  plant. 

A  Yes,  they  are  fully  occupied  with  wet  gas. 

Q  Every  bit  of  that  wet  gas  goes  through  -  and  to  use  a  laymen's 
expression  -  is  worked  over  in  the  absorption  plant. 

A  With  the  small  exception  of  any  gas  that  may  be  used  as  fuel 

for  heaters,  but  the  substantial  part  of  that  gas  goes  through 
the  absorption  plant. 

Q  I  an  going  to  suggest  to  you,  using  your  own  expression  here 

/ 

about  these  things  being  dedicated  to  certain  uses  that  inso¬ 
far  a  s  your  gathering  lines  are  concerned  they  are  dedicated 
100  per  cent  to  supplying  wet  gas  to  the  absorption  plant. 

A  No,  sir,  I  cannot  agree  with  that  thought,  that  they  are 
dedicated  100  per  cent. 

Q  I  was  suggesting  to  you  the  t  so  far  as  your  gathering  lines 
are  concerned,  using  dedicated  in  the  sense  you  use  it,  that 
they  are  dedicated  100  per  cent  to  conveying  wet  gas  to  the 
absorption  plant. 

A  No,  sir,  I  do  not  see  that  that  is  right. 
q  Do  you  say  they  are  dedicated  100  per  cent  to  the  dry  gas 
indust  ry ? 

A  I  do  not  say  that,  sir.  I  say  they  are  dedicated  fundament- 
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ally. 

Q,  Fundamentally? 

A  Or  substantially,  put  it  that  way. 

Q  Now  than  let  us  go  ona  step  further.  Do  you  say  that  the 
separator  at  the  well  and  the  tubing  in  the  well  are  dedi¬ 
cated  fundamentally  to  the  dry  gas  industry? 

A  Are  you  sneaking  of  crude  oil  wells,  Mp.  Fenerty? 

Q,  Yes. 

A  No,  sir,  they  are  not. 

Q  We  will  gat  this.  The  gathering  lines  which  take  100  per 
cent  of  their  capacity  wet  gas  to  the  absorption  plant  are 
dedicated  fundamentally  to  the  dry  gas  industry. 

A  Fundamentally  and  substantially. 

Q,  But  the  separator  and  the  tubing  and  all  the  rest  in  the 
well,  which  are  responsible  primarily  for  getting  your  wet 
gas  into  these  gathering  lines,  are  not  dedicated  fundament¬ 
ally  to  the  dry  gas  industry. 

A  They  are  not,  sir. 

Q,  You  say  they  are  not? 

A  They  are  not,  no,  because  . . 

Q  Explain  to  me  where  you  draw  the  line  and  how  you  draw  it. 

A  You  said,  I  believe,  that  the  tubing,  the  well  head  and  the 

separator  equipment,  is  that  dedicated  exclusively  to  getting 
that  wet  gas  and  I  say  no  they  are  not,  because  of  the  fact 
that  the  well  head  and  the  separator  are  utilized  for  the 
purpose  of  getting  and  producing  oil  end  separating  the  oil 

i 

from  the  gas.  so  it  cannot  be  said  that  that  equipment  is 
exclusively  used  for  wet  gas. 

q  I  will  leave  it  at  that. 

Would  you  say  in  those  sections  of  the  field  where, 
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prior  to  this  Inquiry  being  instituted  and  prior  to  certain 

« 

Orders  being  made,  there  were  gathering  lines  which  took  the 
.wet  gas  to  absorption  plants  and  the  residue  product  was 
flared,  would  you  say  that  those  lines  were  dedicated  funda¬ 
mentally  to  the  wet  gas  industry? 

A  Yes,  certainly,  in  that  case. 

q  So  that  whether  or  not  they  are  dedicated  to  one  or  the  other 
industry  depends  on  whether  or  not  you  flare  the  gas,  does  it? 
A  It  depends  on  the  utilization  of  the  wet  gas  in  its  final  end 
pro  duct . 

q  If  you  can  sell  your  residue  gas,  it  is  dedicated  to  residue 
gas. 

A  Substantially,  sir. 

q  But  if  you  cannot,  it  is  dedicated  to  the  wet  gas  industry? 

A  It  is  dedicated  to  the  gasoline  plant  to  which  it  is  taken, 

q  If  Madison  Company  had  in  times  past  occasions  when  they 

could  not  sell  all  their  residue  dry  gas  and  had  to  flare 
some,  then  did  you  have  pert  of  the  pipe  line  dedicated  to 
the  wet  gas  industry  and  part  to  the  dry  gas? 

A  The  Madison  Compeny  has  not  had  that  situation, 
q  Well  the  Royalite. 

t 

A  You  said  Madison. 

q  Well  then  would  you  say  at  those  times  where  part  of  the  gas 
was  flared  downstream  from  the  absorption  plant,  that  part 
of  the  pipe  line  was  dedicated  to  the  wet  gas  industry  and 
part  to  the  dry  gas? 

A  Oh  ye  s . 

q  Th-en  I  am  right.  It  just  depends  on  whether  you  flare  it 
or  not. 

A  I  think  so. 
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Q,  That  is  interesting.  Now  this  might  be  a  good  point,  Mr. 
Kirkpatrick,  for  us  to  discuss  for  a  moment,  the  agreement 
between  the  Home  Company  and  the  Madison  Natural  Gas  Company, 
Exhibit  84. 

A  Yes,  sir. 

Q,  I  am  going  to  suggest  to  you  that  from  the  information  pres¬ 
ently  before  this  Board  that  there  is  no  present  need  of  any 
dry  gs s  from  the  Home  wells  for  purposes  of  supplying  the 
market,  is  that  right? 

A  Do  you  mind  repeating  that  question? 

Q  I  say  there  is  no  present  need  to  obtain  any  residue  dry 

gas  from  the  Home  wells  covered  by  this  Home  oontract,  Ex¬ 
hibit  84. 

A  Well  I  do  not  know  whether  there  is  a  present  need  or  not 
but  I  assumed  there  was. 

Q  I  am  going  to  ask  you  to  assume  that  for  the  next  year  we 

have  sufficient  gas  capacity  apart  from  these  wells  to  supply 
the  market  and  I  note  that  this  contract  -  you  have  read  it 
by  the  way? 

A  I  have  read  it,  yes,  in  the  past. 

Q,  I  note  that  it  may  be  terminated  by  the  Home  company  at  any 
time  in  the  future.  I  think  that  is  a  fair  statement. 

A  Under  certain  conditions,  as  I  recall  it. 

Q  Will  you  go  this  far  with  me  that  it  is  only  at  some,  at 

present,  undetermined  point  in  the  future  that  the  privileges 
the  Madison  Company  has  here  of  getting  residue  gas  mgy  be 
called  on,  might  be  needed. 

A  Would  you  mind  reading  that  question  back  please? 

BY  THE  REPORTER  (readying*)  ;Q.  would  you  go  this  far  with  me 
that  it  is  only  at  some,  at  present,  undetermined  point  in 
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in  the  future  that  the  privileges  the  Madison  company  has 
here  of  getting  residue  gas  may  be  called  on,  might  be  needed, 

Q  MR.  FENERTY:  Assuming,  I  asked  you  to  assume  we 

had  an  adequate  supply  for,  we  will  say,  a  year  or  two  years, 

A  And  we  do  not  presently  require  this  gas. 

Q  The  right  to  get  that  gas  only  becomes  of  importance  to  Mad¬ 

ison  as  a  supply  in  the  future,  does  it  not? 

A.  That  is  right. 

Q,  And  under  this  agreement  you  have  no  right  to  call  for  that 

gas  in  the  future  if  the  Home  Company  sees  fit  to  take  cer¬ 

tain  steps. 

A  That  is  right. 

Q,  Will  you  tell  me  whet  possible  object  the  Madison  Company 
had  in  entering  into  a  contract  which  does  not  guarantee 
them  any  supply  of  gas  in  the  future.  Do  you  know? 

A  No ,  I  do  not  think  I  do. 

Q  I  will  suggest  something  to  you  and  ask  you  if  you  know  this. 
Do  you  know  if  it  is  a  fact  that  the  Roy  elite  Company  is  int¬ 
erested  in  getting  the  natural  gas  content  of  the  production 
called  for  by  this  agreement? 

A  That  I  do  not  know  either. 

Q,  You  do  not  know  the  t? 

A  No  ,  si  r  . 

Q  But  you  do  know  that  we  have  got  a  contract  under  which  the 
Royelite  will  be  ending  up  with  some  natural  gas  and  Madison 
has  no  guarantee  of  anything  that  it  is  interested  in,  dry 
gas,  don’t  you? 

A  Yes,  that  would  appear  to  be  so. 

Q,  Do  you  think  that  justifies  the  Madison  as  a  public  utility, 
assuming  the  cost  of  this  extension  end  seeking  to  charge 
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it  back  to  the  public  until  such  time  as  the  Home  terminates 
the  contract? 

A  I  say  that  i  think  Madison  is  justified  in  passing  the 

charges  for  a  proportion  of  these  facilities  in  proportion 
to  the  gas  taken  down  through  them.  If  the  Home  Company 
were  to  exercise  its  right  at  some  date  in  the  future  and 
acquire  cwnership  of  a  portion  of  the  facilities,  then,  of 
course,  the  consumer  would  cease  to  have  to  pay  any  part  of 
this  total  cost, 

Q  Let  us  get  this  again.  We  have  agreed  that  Madison  may 
never  get  a  foot  of  dry  gas  that  it  needs  to  use. 

A  They  might  never  get  a  foot? 

Q,  That  it  needs  to  use. 

A  It  is  getting  gas  now. 
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Q. 

A 

Q, 

I 

A 

Q, 


Or 

A 


I  know,  bat  it  does  not  need  it,  it  is  just  surplus  now? 

It  is  not  surplus  if  it  is  being  utilized. 

If  you  get  gas  now  from,  the  Homo,  you  havo  some  more  repress- 
uring  cost,  havo  you  not? 

That  is  right. 

You  aro  adding  to  your  expenses  by  getting  Homo  gas  now? 

MR  *  CHAMBERS :  Now  is  that  a  question  or  a  statement. 

: ;R .  FENERTY:  I  have  a  habit  of  asking  e.  question  in  the  form 

of  a  statement.  That  is  meant  to  be  a  question.  ”Is  it  not 
correct”  I  should  say. 

MR.  FENERTY:  You  will  assume  I  am  not  telling  you  something, 

I  am  asking  you  a  question  in  every  one  of  these  things,  is 
it  not  a  fact  that  if  you  have  your  requirements  for  this 
year  from  other  sources  and  you  are  getting  dry  gas  from 
Home,  you  have  increased  yoar  ropressuring  problem  and  the 
expenses  of  repressuring? 

It  is  true  that  if  there  is  sufficient  residue  gas  available... 
Is  that  not  a  fact? 

GHAL 1BER3 :  Oh  now,  let  him  answer  your  question. 

MR.  FENERTY:  Will  you  repeat  the  question  so  that  Mr. 

Ki±kpa trick  will  know  what  I  asked. 

MR.  CHAMBERS :  He  is  answering  it. 

MR*  FENERTY:  Then  I  would  like  him  to  answer  that 

question,  and  if  you  still  want  to  start  out  the  way  you  did 
I  will  keep  quiet. 

(Reporter  reading  "Question”) 

”1  am  asking  you  a  question  in  every  one  of  these  things.  Is 
it  not  a  fact  that  if  you  have  your  requirements  for  this 
year  from  other  sources  and  you  are  getting  dry  gas  from 
Home  you  havo  increased  your  ropressuring  problems  and  tho 
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cxpenscs  of  repress uring”  ? 

A  You  have  increased  the  volumo  which  is  required  to  be  ropressured, 
yes.  Whether  you  have  increased  the  ropressuring  costs  is  quest¬ 
ionable  . 

Q,  It  may  depend . 

A  There  are  certain  costs  there  anyway. 

Q,  It  might  depend  upon  the  point  of  whether  you  have  reached  whore 
you  have  all  you  can  handle? 

A  Yes,  you  have  a  greater  volume. 

Q,  But  you  might,  as  the  result  of  getting  gas  from  various  sources, 
have  increased  costs? 

A  You  may,  yes,  that  is  right. 

And  do  you  know  of  any  reason  for  getting  gas,  from  Madison’s 
point  of  view,  from  Homo  and  ropressuring  it  now. 

A  I  do  not  even  know  that  Home  gas  is  being  repressured. 

Q,  I  sec.  Well  do  you  know  of  any  reason  for  getting  gas  from  Homo 
now,  just  leave  it  that  way,  this  year?  > 

A  Well  in  the  general  interest  of  conservation  I  would  think  wo 
would  be  interested  in  getting  gas  from  any  source  so  long  as  it 
is  not  going  to  result  in  flaring. 

Q,  Yes,  but  if  you  are  going  to  carry  out  a  conservation  scheme,  is 
it  not  true  that  you  shoul  not  have  the  provision  for  cancelling 
that  agreement,  should  not  that  be  a  complete  scheme  throughout? 

i  \ 

A  I  think  we  are  overlooking  one  point  in  this,  Mr.  Fenerty,  and 
that  is  that  the  facilities  for  the  gathering,  the  installation 
and  extension  of  the  pipeline  and  the  facilities  for  gathering, - 
to  my  mind  it  might  as  well  be  cancelled  under  direct  Board 
orders  rather  than  by  way  of  agreement. 

Q,  But  subject  to  cancellation  at  the  instance  of  Hone  at  any  time? 

A  Possibly  so. 
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Q,  Oh? 

A  This  contract  has  been  consented  to  by  the  Board. 

Q,  I  an  going  to  suggest  to  you  and  I  an  going  to  invite  your 

opinion  on  this,  I  cm  going  to  suggest  to  you  that  a  contract 
of  the  nature  of  Exhibit  84  involving  the  right  of  the  Hone 
Company  to  t.rln.t.  and  I  suggest  consequently  giving  no 
guarantee  to  you  of  any  supply  of  gas  at  any  tine  when  you  eight 
need  it,  is  a  straight  wet  gas  operation,  first,  last  and  all 
the  tine,  what  do  you  say  about  that? 

A  I  do  not  see  it  that  way. 

Q,  You  disagree  with  no? 

A  Yes.  I  cannot  say  that  it  is  a  straight  wet  gas  operation. 

Q,  I  see.  You  suggest  it  is  not.  I  suggest,-  that  does  not  nect 

with  your  approval,  you  think  that  is  a  dry  gas  operation? 

A  In  the  operation  that  dry  gas,  -  the  wot  gas  results  in  the 
ended  product  of  dry  gas. 

Q,  You  agree  that  you  do  not  need  it  this  year? 

A  No,  I  did  not  agree  with  you.  You  asked  me  to  assume  that. 

Q,  You  do  not  know  about  that ? 

A  I  do  not  know,  that  is  an  operating  problem* 

Q  All  right.  Assuming  you  do  not  need  it  this  year,  assuming  you 

have  no  right  under  the  contract  to  call  for  it  in  the  future, 

assuming  those  two  things,  will  you  tell  no  if  you  make  those 

two  assumptions,  what  justification  from  a  dry  gas  operation 
for 

is  there/ entering  into  the  contract? 

A  Well  assuming  we  do  not  need  it. 

Q,  Yes,  now? 

A  And  assuming  they  have  the  right  to  terminate  it  anytime  in  the 

future . 

% 

Q,  Yes. 
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.  A  It  would  hardly  seem  likely  wg  would  have  gone  after  that  s 

Q,  It  is  hard  to  see  any  possiblG  benefit  to  Madison,  is  it  not? 

A  On  the  assumption  that  we  do  not  need  it* 

Q,  But  you  do  see,  do  you  not,  a  distinct  benefit  to  somebody  who 
is  interested  in  natural  gasoline,  through  the  wet  gas? 

A  No  Sir  I  do  not  * 

Q,  Don’t  you? 

A  I  see  a  fractional  benefit  to  a  gasoline  plant  of  20$,  pardon 
me,  not  20$,  80$  of  the  content  of  that  gas  from  day  to  day  as 
it  is  used,  less  manufacturing  costs. 

<4  And  scrubbing? 

A  Yes. 

Q,  Yes,  that  is  a  benefit,  is  it  not? 

A  To  any  gasoline  pla-.'.t  that  extracts  it. 

Q  Yes,  so  that  we  have  here  a  contract  ]?ut  before  the  Board 

which  discloses  no  benefits  to  the  Madison  and  is  a  distinct 

benefit  from  day  to  day  to  somebody  interested  in  wet  gas 
extraction,  is  that  not  the  final  conclusion  from  everything 
you  have  told  me? 

A  I  have  not  agreed,  Sir,  that  there  is  no  benefit  to  Madison. 

Q,  On  the  assumption? 

A  Wo  1 1  ,,. .  .  •  • 

Q,  Pardon  me,  on  the  assumption  that  you  do  not  need  the  gas  this 
year  and  that  you  cannot  call  for  it  in  the  future  if  Hone  does 
not  want  to  give  it  to  you,  is  that  correct? 

A  I  would  have  to  consider  all  those  assumptions. 

Q,  I  will  leave  it  at  that.  I  will  leave  it  with  you. 

THE  CHAIRMAN:  Mr.  Fenerty,  to  be  fair  to  you  and  to  the 

Witness,  I  should  tell  you  that  if  Home  and  Madison  had  not 
entered  into  that  agreement  an  order  of  the  Board  would  have 
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compelled  than  to  pick  up  that  gas  which  was  being  blown  in  the 
air  at  the  North  end  of  the  Turner  Valley  field. 

M R#  FENERTY:  Yes,  I  understand  that  but  I  an  dealing  with 

this  pur civ  as  to  what  I  think  is  almost  conclusive  proof  that 
this  thing  is  not  a  dry  gas  industry  but  a  wet  gas  industry. 

THE  CHAIRMAN:  I  an  not  questioning  til  t.  I  an  only  explain- 

4 

ing  to  you  if  there  had  not  been  that  agreement  there  would  have 
been  a  Board  order. 


Q, 


A 


MU.  FENERTY:  Exactly  but  I  an  endeavouring  to  show  that 

that  agreement  would  not  even  have  got  on  the  ninoograph  machine 
if  this  had  not  been  a  wet  gas  industry,  that  is  just  what  I  an 
trying  to  show,  it  would  not  have  got  beyond  the  pencil  draft. 

I  .  .y  not  bo  doing  it  but  that  is  ny  purpose  in  cross-examination. 
THE  CHAIRMAN:  I  recognize  your  purpose  all  right. 

MR.  FENERTY:  Well  so  much  for  that. 


MR.  FENERTY: 
24,  Page  1901, 

vo  lune  ? 

No,  I  have  not 
MR.  CHAMBERS : 
MR.  FENERTY: 
THE  CHAIRMAN: 


Now  Mr.  Kirkpatrick,  I  want  to  turn  to  Volume 

pages  1900  and  1901,  you  would  not  have  that 

\ 

the  v  ol une  hero. 

I  have  it  here. 

Would  you  please  lot  the  Witness  have  yours. 
That  is  dealing  with  Exhibit  74,  Mr. Fcncrty, 


is  it . 


MIR.  FENERTY:  That,  was  in  connection  with  the  statements 

which  I  was  cross-examining  about.  It  deals  with  remarks  of 
yourself  about  statements  which  had  been  pimp  .rod 
Q,  MR.  FENERTY:  If  you  will  just  glance  through  the  remarks 

of  the  Chairman,  the  questions  by  the  Chairman  at  the  bottom  of 
page  1900  and  cone  over  to  1901;  it  refers  to  statements 
prepared  in  connection  with  the  various  branches  of  the  Royalite 
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Conpany's  operations  and  you  arc  asked  at  the  top  of  page  1901; 
nq.  Bat  that  is  the  purpose  of  preparing  statements 

as  far  as  can  be  done  scientifically  with  relation 
to  each  Department. 

A.  That  is  correct. 

Q,  So  that  the  aanager  will  know  what  is  going  on: 

A  Exactly.” 

Now  I  want  you  to  note  that  question,  "As  far  as  can  bo  dono 
scientifically”  for  each  Dcpartricnt  and  you  say  "That  is  correct” 
and  then  going  on: 

”  Q,.  And  such  statements  were  prepared  in  respect 
to  the  Company’s  various  operations.^ 

A  They  were  pr pared  with  respect  to  the  total 

operations  and  broken  down  for  various  purposes” 

And  then  a  little  later  on  there  is: 

”  The  breakdown  which  I  an  talking  about,  there  wore 
special  statements  prepared  with  regard  to  the  natural  gas  and 

\ 

the  gasoline  operations  as  a  combined  operation,  and  there  were 
other  3 1  .to  -.nits  prepared  with  respect  to  production  as  a  whole” 
and  so  on,  and  then: 

”Q,.  My  point  is  that  there  arc  statements  showing 
the  results  of  the  operations  of  each  of  the 
various  divisions  of  Royalite? 

A.  That  is  correct. 

Q  And  how  often  wore  these  statements  prepared? 

i 

A  One  annually,  to  ny  knowledge” 

And  going  back  to  tho  question  at  the  top  of 
the  page,  these  statements  wore  prep  .r  dn as  far  as  can  bo 
dono  scientifically.  "That  is  the  purpose  of  preparing  stat¬ 
ements  as  far  as  can  bo  done  scientifically  with  relation  tc 
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cach  Department" •  "Answer.  That  is  correct". 


Now  that  about  sets  out  the  sit  action,  does  it. 


I 


A  It  sets  out 


what  you  heave  just  read  there 


Q  I 'beg  your  pardon? 

A  It  sets  out  what  you  have  just-  road. 

Q,  Well  those  are  the  facts  are  they  not,  as  they  are  written  down, 
are  they,  those  statements  were  prepared  "As  far  as  can  bo  done 
scientifically  with  relation  to  each  Department"? 

A  Well  I  did  not  say  it  in  just  those  words.  The  Chairman  stated 
the  purpose. 

Q,  And  you  said  "That  is  correct",  these  are  the  words  of  the 
Chairman  of  course? 

A  That  is  correct,  yes. 

Q,  And  your  answer  is  that  the  statement  of  the  Chairman  is  correct, 
is  that  not  what  you  say? 

A  Yes,  that  the  purpose  for  preparing  statements  is  to  do  thon  as 
scientifically  with  relation  to  each  Department  as  can  be  done. 

Q,  Yes  that  is  it . 

MR.  CHAMBERS:  Now  I  think  in  fairness  you  should  refer  to 

page  1908. 

DR.  FENERTY:  Just  a  minute,  page  1908. 

MR.  CHAMBERS:  You  are  talking  about  the  same  thing  there. 


What  is  it  you  want. 

They  wore  talking  about  statements 


"One  other  thing.  The  Chairman  asked  you  about  the 
preparation  of  statements  showing  the  division 
of  the  gas  and  gasoline  business  from  the  rest  of 
your  business  and  I  believe  that  you  answered  him 
that  the  last  statements  were  prepared  first  in 
1939  or  1940. 
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A  .  No  Sir,  I  said  I  believed  ny  remark  was 
intended  to  say  that  the  statements  with 
respect  to  a  breakdown  of  the  total  oper¬ 
ations  had  been  made  around  1939  or  4 O'1 

And  he  tolls  his  reasons  for  that:  ' 

"They  wore  pr spared  with  rospoct  to  the  income  tax 
as  it  related  to  the  Royalite  Oil  Company  Limited 
to  determine  what  of  its  operations  produced  what 
proportion  of  taxable  income." 

I  just  wanted  to  have  it  all  before  him. 

MR.  FiCNERTY:  All  right. 

Q,  MR.  FENERTY:  But  what  I  am  getting  at  is  this  is  done 

as  scientifically  as  possible,  that  is  the  thing  I  am  gotting  at? 

--  You  re  asking  mo  if  these  statements  were  prepared  as  scient¬ 
ifically  as  possible,  that  is  your  question,  Sir. 

Q,  Yes,  as  far  as  can  bo  done  scientifically  with  relation  to  each 
Department? 

A  Yes . 

Q,  With  relation  to  each  Department? 

A  With  relation  to  each  Department,  absolutely. 

.a  And  is  a  scientific  method  of  making  a  breakdown  any  different 
as  between  departments  and  between  a  controlling  company  and  a 
wholly  owned  subsiduary? 

A  The  situation  may  differ.  They  were  for  different  esti  tes  of 
costs  under  those  circumstances. 

Q,  I  will  put  it  this  way,  would  the  most  scientific  way  bo  the  same 
in  each  case? 

A  Not  necessarily,  no. 

Q,  No,  what  do  you  mean  by  "scientific",  I  am  interested  in  that. 

A  The  scientific  preparation  of  a  statement  is  a  matter  of 
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individual  opinion. to  a  v^ry  large  extent. 


Q,  You.  would  not  aean  that  the  "scientific”  way  was  the  one  that 
would  give  the  best  results  under  each  circumstance,  would  you? 
A  Not  necessarily,  no. 

Q,  Not  necessarily  but  perhaps? 

A  Perhaps,  yes. 

Q,  Perhaps.  I  see.  Do  I  understand  then  when  you  arc  preparing 
statements  you  are  looking  to  what  you  can  accomplish? 

.tv  Not  at  all,  Sir. 


Q,  What  did  you  mean  by  that  statement  then  that  scientifically  it 
might  not  necessarily  but  it  might  be  .  way  vhich  would  give 
the  best  results  for  you  under  certain  circumstances? 

A  It  might  dopond  upon  the  end  object  of  the  statement. 

MR.  FEN3RTY:  All  right. 


(G-o  to  page  2183) 
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Q, 

Now  our  understanding  is  Mr.  Kirkpatrick  that  you  prepared  these 

statements  we  have  been  talking  about  ? 

D  A 

Are  you  referring  to  statements  - 

Q, 

Referred  to  by  the  Chairman. 

A 

No  sir  they  were  not  prepared  by  me. 

Q- 

You  did  not  prepare  those  ? 

A 

Statements  relative  to  the  income  tax  matters  were  prepared  by 

the  Income  Tax  people  of  the  Royalite  Oil  Company,  not  by  me. 

Q, 

The  statements  we  are  now  discussing  and  put  before  the  Board 

today  were  prepared  by  you  ? 

A 

I  beg  your  pardon.  Oh  yes,  all  these  Madison  statements. 

Q, 

My  first  question  had  to  do  with  the  earlier  statements  of 

#;) 

1939. 

A 

Yes,  statements  relative  to  tax  matters  were  not  prepared  by  me 

Q, 

But  the  latter  ones  now  before  the  Board  were  the  Madison 

statements  ? 

A 

Yes  sir  that  is  right. 

Q, 

Did  you  have  anything  to  do  with  the  preparation  of  statments 

in  the  way  of  instructions  ? 

A 

No  sir. 

Q, 

To  the  persons  preparing  them  ? 

A 

• 

No  sir.  My  particular  duties  did  not  involve  that  particular 

» 

branch  of  the  accounting  work. 

Q, 

But  you  have  been  at  some  stage  familiar  ? 

A 

I  have  seen  them  but  I  have  never  had  occasion  to  study  them  or 

examine  them,  no. 

Q, 

I  think  you  have  already  told  us  with  reference  to  at  least  one 

statement  you  prepared  that  costs  in  connection  with  gathering 

lines  were  allocated  on  the  basis  of  gross  returns  ? 

I 


: 


T 


. 


v. 


r;:; 


n 


*  :  H 


•  ;  -i  .1  GJP. 


* 


■ '  t:.  ‘1  C 


?  C:  ; 


1- 


/ 


‘v.  J 


M-3-2 


W.  C.  Kirkpatrick, 

Cross-Exam. k by  Mr .  Fenerty. 

-  2184  - 


A 


Q, 

A 

Q, 


A 


Q, 


A 


A 


Q, 


A 


Q 


A 


I  made  that  statement  if  I  recall  correctly  in  reference  to 
statements  which  were  prepared  by  the  Royslite  Company  staff. 
For  presentation  to  the  Conservation  Board. 

That  is  an  additional  statement  ? 

Yes  that  is  a  different  set  of  statements  I  had  reference  to 
there. 

Can  you  tell  me  whether  that  same  basis  appears  on  the  state¬ 
ments  we  have  been  discussing.  These  ones  discussed  in  1939 
or  1940  ? 

I  have  reason  to  believe  they  probably  were  but  I  cannot  con¬ 
firm  that. 

And  have  you  reason  to  believe  that  any  statements  you  ever 
heard  of  relates  in  connection  with  allocation  of  costa  until 
the  Madison  Company  appeared  on  the  scene  was  on  the  basis  of 
returns  ? 

Have  I  reason  to  believe  they  were  on  the  basis  of  returns  ? 
Yes. 

Yes,  those  statements  I  referred  to  as  prepared  for  the  Con¬ 
servation  Board  were  on  the  basis  of  returns. 

And  in  using  the  Chairman’s  words,  thought  they  were  done  as 
scientifically  as  for  os  can  be  done  scientifically  ? 

For  the  purpose  for  which  they  were  prepared  I  believe  I 
explained  before. 

Yes,  I  understand  that. 

Those  statements  were  prepared  for  the  purpose  of  determining 


the  cost  relative  to  the  gas  business  and  the  gasoline  business 

t 

and  it  was  a  matter  of  indifference  in  what  proport  ions  those  . 
costs  were  spread. 
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Q,  It  did  not  matter  whether  one  Department  showed  a  loss  or  not  ? 

A  No  sir.  In  fact  it  was  the  answer  the  Board  was  interested  in. 

Q,  The  Roynlito  was  not  interested  in  whether  thoy  lost  or  made 

money  in  one  Department  ? 

A  Oh  yes  they  were  interested  in  making  money. 

Q,  But  it  did  not  make  any  difference  for  the  purpose  of  the 
statement  ? 

A  Not  for  the  purpose  of  the  statement,  no. 

Q  So  that  the  method  of  computing  anything  depends  upon  the 

purpose  you  have  in  mind  ? 

r'  v.  ' 

A  On  the  circumstances,  yes  sir. 

Q,  And  what  you  are  seeking  to  accomplish  ? 

A  That  is  right, 

Q,  And  in  most  of  the  statements  you  were  seeking  to  accomplish 
the  best  position  you  could  accomplish  in  income  tax  matters. 

A  I  presume  so,  yes. 

Q,  And  you  have  switched,  I  think  that  is  a  fair  word.,  to  volu¬ 
metric  computation  of  allocation  of  costs  in  connection  with 
the  pipe  line  from  other  methods  previously  employed.  It  is 
for  the  purpose  of  putting  the  Madison  Company  in  the  best 
position  possible  it  can  be  in  relation  to  this  enquiry  ? 

A  No. sir. 

^  Does  that  not  follow  as  a  matter  of  fact  from  what  you  have 
just  told  me  ? 

A  I  believe  I  have  tried  to  explain  to  you  that  the  statements 

in  which  I  hod  a  direct  interest,  namely  the  financial  position 
arising  out  of  the  gas  operations  and  gasoline  operations,  for 
I  think  it  was  the  year  1943,  w^ s  a  matter  of  indifference  in 
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Q, 


Q, 

t  Q, 

f 

X* 

Q, 

A 


Just  what  proportions  those  gathering  costs  were  determined, 
whether  volumetric  or  gross  realization,  and  to  be  frank  with 
you  we  did  not  even  consider  the  volumetric  method  at  that 
time.  It  never  crossed  our  minds  as  a  possible  approach  to 
use* 

You  say  it  was  a  matter  of  indifference  but  I  gather  from  your 
remarks  the  statement  was  of  some  scientific  interest  to  do  it 
right  ? 

Yes  it  was  of  interest. 

And  that  was  the  most  scientific  method  you  could  think  of 
then  ? 

Yes  it  was  the  method  we  used  whether  it  is  subsequently  the 
proper  one  - 

And  since  this  has  become  a  public  utility  you  have  thought  of 
another  method  ? 

I  have, thought  of  what  I  think  is  a  proper  approach  to  the 
problem.  Not  necessarily  the  only  one,  but  I  think  it  is  a 
better  approach. 

Hava  you  got  the  statement  that  we  have  been  talking  about 
available,  the  one  for  1939  ? 

No  sir,  they  are  not  in  my  possession. 

They  are  Roys li to  statements  ? 

Yes. 

You  have  nothing  to  do  with  them  or  control  over  them  ? 

No  sir. 

i 

MR.  FENERTY:  I  cam  wondering  if  the  Board  pleases  whether 

or  not  the  situation  arising  now  as  to  a  comparison  of  those 
statements.  I  am  frankly  anticipating  at  some  stage  that  a 
Royalitc  Official  will  be  on  the  stand  who  may  have  access  to 
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and  may  have  to  produce  the  statements.  That  may  or  may  not 
be  so,  but  if  that  situation  arises,  I  was  wondering  whether 
or  not  we  should  not  have  the  opportunity  of  discussing  com¬ 
parative  set-ups  and  figures  with  Mr.  Kirkpatrick  and  if  by 
any  chance  those  statements  are  going  to  hove  to  be  produced 
by  some  one  else,  whether  they  should  be  made  available  while 
Mr.  Kirkpatrick  is  in  Alberta.  I  presume  my  friend  does  not 

see  aye  to  eye  with  me. 

MR.  CHAMBERS:  This  matter  you  will  recall  came  up  in  the 

early  stages  of  the  Hearing  and  I  understood  it  was  left.  I 
opposed  it  then  and  I  oppose  it  now,  but  it  was  left  when  you 
saw  that  a  notice  of  motion  should  be  made  and  the  matter  argued 
before  the  Board,  and  before  any  such  Order  is  made  I  respect¬ 
fully  suggest  that  I  should  know  what  we  are  being  asked  for 
and  I  want  to  argue  the  matter  before  the  Board.  I  take  the 
position  the  Board  has  no  jurisdiction.  That  is  my  submission. 
But  I  think  you  should  give  me  notice  of  motion.  In  Volume  24 
that  matter  has  been  there  since  last  April. 

MR.  FENERTY:  The  only  reason  for  asking  it  now,  at  the 

time  these  discussions  arose  there  was  no  question  of  Mr. 
Kirkpatrick  not  being  available  if  and  whan  those  documents 
were  available.  This  has  created  a  new  situation.  I  can  only 
make  that  suggestion.  Well  I  suppose  all  I  ca n  do  is  make  the 
suggestion.  I  cannot  compel  anyone  to  do  anything. 

THE  CHAIRMAN:  I  have  no  power  to  compel  this  witness  to 

produce  them.  The  only  suggestion  we  might  moke  is  if  you 

consider  that  the  statements  which  wore  prepared  for  an  entirely 

different  purpose  nevertheless  might  have  a  bearing  on  this 

% 

particular  issue  and  if  a  Royalite  Official  will  be  in  the  box 
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at  e  la  tar  date,  Mr.  Chambers  might  consider  whether  or  not 
the  production  of  those  documents  at  that  later  date  might 
become  inevitable  or  whether  he  might  consider  the  possibility 
or  propriety  of  producing  them  now.  In  other  words,  bow  today 
to  the  inevitable  some  months  from  now. 

MR.  FENERTY:  I  thought  my  suggestion  might  be  of  use  to 

Mr.  Chambers. 

MR.  CHAMBERS:  You  have  been  very  complimentary  to  all  my 

witnesses  and  I  appreciate  it  very  much,  but  aside  from  any¬ 
thing  else  I  have  considerable  reason  to  doubt  whether  these 

statements  have  any  relevancy  at  all.  Admitting  they  were  pre- 

*  \ 

pared  for  something  else,  if  we  are  going  into  that  statement 

\  , 

I  can  think  of  a  lot  more  statements  I  would  like  to  know  about, 
for  instance  a  prior  gas  company  statement  and  I  would  like  to 
be  treated  the  same  - 

MR.  FENERTY:  Well  that  is  all  I  can  do  at  the  moment. 

Q,  I  am  going  to  ask  you  as  to  any  recollections  you  may  have. 

You  did  answer  as  to  recollections  of  another  statement.  Am 
I  correct  in  my  understanding  that  the  Royalito  had  its  oper¬ 
ations  divided,  into  a  number  of  divisions,  perhaps  oil,  gas, 
wet  gas  and  so  on  ? 

A  I  think  I  explained  that  last  April  or  May  if  I  recall  correctly. 
In  this  way,  the  Royalite  Company  had  never  maintained  in  its 

accounts  a  separate  division  of  records  exclusively  relating 
to  any  one  Department.  Its  full  operations  were  treated  on  a 

i 

corporate  basis  and  the  statements  we  have  bean  referring  to 
^ust  recently,  the  tax  statements,  the  conservation  board 
statements  were  prepared  essentially  from  those  corporate 
records. 
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Q,  It  is  true  however  to  say  that  as  far  as  you  know  none  of  the 

allocations  as  between  one  Department  arrived  at  by  computation 
similar  to  those  appearing  in  Exhibit  78,  M-9-A-44  where 
external  charges  are  computed.  I  am  referring  to  external 
charges  of  $30,000.00, 

A  Yes,  I  think  your  question  is,  does  our  procedure  here  differ 

from  the  method  in  which  Royolite  apportioned  its  general 
charges  for  any  particular  statement  it  may  have  made. 

Q,  Yes  I  am  really  repeating  myself.  You  have  covered  that. 

A  These  statements  are  prepared  on  the  basis  of  attempting  to 
assign  every  dollar. 

Q,  To  see  if  I  understand  this.  I  would  like  to  go  over  it  again. 
Let  us  take  Exhibit  78.  We  have  those  external  charges, 
$30,631.54.  Do  I  understand  those  external  charges  are  the 
charges  to  Royalite  and  perhaps  the  Valley  Pipe  Line  ? 

A  Yes  sir. 

Q,  That  is  what  they  consist  of  ? 

i 

A  Yes  sir. 

Q,  And  those  figures,  $30,631.54  represent  the  5  percent  Mr. 

Blanchard  was  discussing  with  you  this  morning  ? 

A  That  is  Tight. 

Q,  A  difference  between  25  percent  of  the  returns  from  wet  gas 

operations  and  20  percent  produced.  That  is  one  system.  Then 
I  understand  in  your  report  Exhibit  79,  where  you  have  a  total 

i  t  4 

on  Exhibit  M-9-.A-44,  you  have  a  total  of  $56,084.08  for 
external  charges  for  compression  and  - 
A  Gathering. 

Q,  And  that  was  made  up  on  the  volumetric  system  ? 

A  That  is  right. 
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Q, 

A 


Q, 


A 

Q, 

A 


Q, 


A 

Q, 


ii 


0, 


A 


Now  on  the  basis  of  the  amount  in  volume  of  content  extracted 
from  wet  gas  during  the  wet  gas  operations  ? 

That  is  right  plus  the  proportion  amount  of  plant  fuel. 

Yes,  the  principle  one  is  the  gas  ? 

Yes,  that  is  right. 

It  has  nothing  to  do  with  the  volume  of  gas  treated  or  going 
through  the  absorption  plant  ? 

It  has  a  direct  relationship.  The  percentage  arrived  at  is 
based  on  the  volume  which  goes  through  the  plant.  The  volume 
which  conus  into  the  plant  is  opposed  to  the  volume  that  goes 
out  of  the  plant  substantially  represents  the  percentage  which 
makes  up  the  -$58,000,00. 

That  is  right,  but  it  is  on  the  basis  that  the  absorption  plant 
is  interested  in  perhaps  13  percent,  ten  to  twelve,  to  thirteen 
percent  of  the  wet  gas  ? 

'Well  it  happens  to  be  at  9.45.  That  figure  may  very  well  vary. 
It  is  on  the  theory  that  the  absorption  plant  is  interested  in 
9.45  #f  the  wet  gas  not  100  percent  of  it  ? 

That  is  right. 

That  is  two  systems  ? 

May  I  just  explain  a  point  there  to  remove  any  confusion.  The 
$58,000.00  as  I  explained  to  Mr.  Blanchard  this  morning  was  a 
computation  prepared  on  an  estimated  basis  and  had  we  reached 
the  point  where  this  Board  had  given  us  their  blessing  on  that 

particular  volume  that  would  have  been  the  amount  charged 
Royalite  on  that  plant.  Now  wc  are  asked  to  prepare  the  actual 
for  1944  and  that  I  say  is  the  difference  that  can  be  adjusted. 


.  r 


■  l 


•  A.  L  *'  V 


/ 


\ 


M-3-9 


W.  C. '  Kirkpatrick, 

Cross-Exam,  by  Mr.  Fenerty. 

-  2191  - 

QL  But  it  is  a  different  base  for  instance  if  you  had  the  basis 
£  for  computation  that  you  had  when  this  was  prepared  applied 

to  the  actual  figures  it  would  not  come  out  $30,000.00  ? 

A  I  thought  I  had  made  it  clear  before  that  the  5  percent  has 

no  relation  to  anything.  It  was  the  figure  tentatively  taken 
to  arrive  at  some  interim  charge  to  the  plant. 

(  Oo  to  Page  2192  ) 
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Q.  I  think  you  did  scy  thf.t  at  th«  beginning,  but  did  you  not  in 
answer  to  my  learned  friend,  Mr.  Blanchrrd,  say  that  that  rep¬ 
resented  the  difference  between  25$  end  20$? 

A  Yes,  that  is  what  it  amounted  to. 

Q,  That  is  whet  it  is,  is  it  not? 

A  The  5$. 

Q,  Those  figures  here  of  25$  end  20$  were  eotuelly  discussed  in 
ell  seriousness? 

A  That  is  right. 

Q,  And  that  is  the  5$  we  arc  talking  about? 

A  It  makes  the  $30,000.00. 

Q,  It  is  the  5$,  that  is  the  difference  between  the  25$,  the 

vplue  of  the  contents  of  this  wet  gas  that  Madison  gets  and 
the  20$  that  it  pays  out? 

A  That  is  right. 

Q,  .And  not  another  5$? 

A  Yes,  not  another  5$. 

Q,  So  that  there  is  nothing  haphazard  about  it? 

A  I  beg  your  pardon? 

Q,  So  that  there  is  nothing  haphazard  about  it?  I  just  want  to 
get  it  clear? 

A  That  is  the  5$. 

Q  Now,  already  we  have  two  systems,  that  we  have  been  discussing 
here  and  one  of  them  is  the  volumetric,  that  is  right? 

A  That  is  right. 

Q  Now  I  am  going  to  suggest  to  you  that  this  comps  ny  at  some 
stage  of  these  proceedings  wns  r  more  or  less  enthusiastic 
advocate  of  a  third  system,  do  you  remember  that?  And  that 
is  based  on  gross  returns  or  values? 

A  We  were  neither  an  advocate  of  one  system  or  another.  We  were 
attempting  to  arrive  at  some  procedure  for  distributing  the 
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cost  for  performing  those  services. 

Q,  I  am  wrong  there.  I  should  have  said  Koyalite  had  been 
an  advocate  of  the  third  system.  I  want  to  refer  you  to 
Mr.  Latham’s,  evidence.  It  is  contained  in  Volume  4,  page 
208,  Exhibit  15.  I  wonder  if  we  have  that  here  by  any 
chance?  I  think  it  refers  to  that.  I  am  reeding  now  from 
page  208: 

MR.  CHAMBERS:  What  page? 

MR.  EENERTY:  2Q&.  Mr.  Latham  w re  on  the  stand 

and  being  examined  by  Mr.  Chambers.  At  the  top  of  the  page; 

”  MR.  CHAmbers:  Would  you  please  give  to  the 

Board  the  contents  of  that  memorandum  and  any 
comment  you  care  to  make  as  you  go  along. 

A  This  is  a  memorandum  setting  forth  the  proposed 

basis  for  dividing  costs  of  operating  the  No.  1 

*  ( 

r  ■ 

a  and  the  No*  2  Compressor  Plants  and  the  G©s  Gather¬ 
ing  lines  between  Madison  Natural  Gas  Company 
Limited  and  Royalite  Oil  Company  Limited.” 

And  here  are  quotations  which  apparently  are  from  that 
report.  I  do  not  think  I  need  to  rerd  that.  And  you  see 
there  a  statement  from  the  Report  indicating  that  Royalite 
Company  recognized  that  it  is  equitable  that  it  should  bear 
r  part  of  the  costs  of  operating  the  tvvo  Compressor  Plants 
end  the  Gss  Gathering  line.  And  then  there  follows  a  state¬ 
ment  of  the  various  factors,  the  direct  operating  expenses 
and  so  on.  And  then  the  following  statement: 

”  It  is  also  suggested  that  the  total  costs  as 
estimated  from  the  above  mentioned  faotors  be  appor¬ 
tioned  in  ratio  to  the  respective  revenues  from  ges 

i  ■  » 

sales  and  natural  gasoline  sales.” 

You  see  that  e.t  the  top  of  psge  209.  And  then  I  went  you 
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jump  over  to  the  top  of  r>egc  310,  the  third  line; 

”  As  to  the  proposrl  thet  the  costs  be  divided 
in  proportion  to  respective  revenues,  this  method 
is  one  of  the  generally  accepted  methods  of  allo- 
cation,  and  apparently  there  is  no  method  more 
o quits ble .” 

Do  you  see  that? 

A  Yes  sir. 

Q,  I  t  Pke  it  you  are  in  totrl  disagreement  with  that? 

A  Yes, sir,  obviously. 

0,  And  it  is  a  third  method? 

% 

A  Yes. 

Q,  And  ineach  method  that  has  been  advocated  either  by  Royalite 

or  ^edison  as  they  progressed  the  results  hrvo  bun  '  l.ss^nin,, 

■m 

thcchargc  in  each  case  to  the  Royelite  Company  for  the  same- 
servi ce? 

A  Let  me  say  this.....*,... 

Q,  Is  that  correct,  first? 

A  Yes,  that  is  correct.  But  I  would  like  to  qualify  that 

A 

by  saying  that  the  nut  hod  that  you  spoke  of  which  resulted  in 
the  $30,000.00  is  apparently  e  simple  and  tentative  arrange¬ 
ment.  We  could  just  as  easily  have  said  nGive  us  $30,j00.00 

V 

until  the  Board  deoides  how  it  is  to  be  set  up.”  It  is  not 

a.  method  or  any  arrangement. 

Q,  Mr.  Kirkpr  trick,  I  will  ask  you  a  question  which  has  been  used 
quite  frequently  here,  are  you  by  any  chance  frolicking  with 
another  method? 

A  No  sir. 

Q,  You  have  got  a  lest  one? 

A  This  is  mine. 


\ 
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Q,  Now  in  connection  with  that  apportionment  on  the  basis  of 

return,  gross  return,  was  there  taken  into  consideration  the 
value  of  the  20 %  that  the  well  owner  got  the  benefit  of? 

A  In  the  statements  with  which  I  was  concerned  it  was  100%/ 
of  the  moneys  received  for  the  gas o&ine  which  automatically 
included  the  2 0%  which  eventually  went  to  the  producer,  and 
80%  to  the  plant. 

Q,  You  will  have  to  excuse  me  because  I  am  not  at  home  in  account¬ 
ing,  but  I  am  trying  to  get  at  this.  When  you  say  that  the 
distribution  was  approximately  on  the  basis  of  40%  to  the 
natural  gasoline  end  of  it  and  60%  to  the  drT7  gas  end,  did 
that  40%  represents  the  Royelite’s  80%  or  100%? 

A  100/O  as  I  recall  it,  I  am  sure. 

Q,  And  on  the  oth^r  side  you  would  have  the  2  cents  paid  for  the 

gas? 

A  No  7|  received. 

Q,  That  includes  the  2  cents? 

A  Yes. 

Q,  So  that  it  is  on  the  basis  of  100%  of  the  whole  thing? 

A  Yes,  100%  of  every  dollar. 

Q,  Now  I  was  interested  in  something  that  occurred  this  orning 
earlier,  when  you  mentioned  the  allocation  of* compression 
costs  downstream  from  the  absorption  plant,  that  is  the  allo¬ 
cation  as  between  a  market  and  the  re  pressuring ,  as  I  under¬ 
stand  it,  in  that  case  you  adopted  the  system  of  charges 
being  besedon  the  horsepower  employed,  because  of  the  fact 
that  the  othe^  factors  being  considered  were  not  equal,  that 
is  the  pressure  in  the  pipes  and  the  pressure  in  the  gas  cap, 
the t  is  right  is  it  not? 

A  We  suggested  the  horsepower  basis  because  we  think  it  provided 

VJc?  i  KV-C 

t  K  h  ur of  p~wcr* 

Q  And  I  am  right  that  you  depart  from  the  volumetric  method 
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A 

Q. 


A 

Q, 

i 

A 

Q. 

A 

Q, 

Q. 


there  because  the  other  things  considered  were  no.t  equal* 

Th  at  is  right. 

And  I  suggest  to  you.  it  is  equally  sound  to  depart  from  the 
volumetric  method  when  you  are  measuring  the  apportionment 
of  the  cost  of  transmitting  wet  gas  where  the  other  elements 
for  consideration  are  not  equal,  would  not  that  be  so? 

That  is  possibly  so.  I  would  not  disagree  with  you. 

And  the  elements  for  consideration,  namely,  the  value  of  the 

% '  \ 

gasoline  again  and.  what  you  get  for  dry  gas  in  no  sense  cor¬ 
respond,  do  they? 

I  do  not  think  so,  no. 

Therefore  it  follows  that  the  other  elements  not  being  equal, 
the  volumetric  method  is  unsound  ,  is  it  not? 


I  do  not  think  so,  but...... 

If  you  come  to  that  conclusion? 

Mr  .  CHAMBERS :  Ar-e  we  speaking  of  the  volumetric 

method  with  regard  to  the  gas  when  it  is  wet? 

MR.  FEN^RTY:  Mr.  Kirkpatrick,  I  am  suggesting  to 

you  that  you  just  came  to  that  conclusion  in  your  series  of 

answers  to  mv  questions  in  the  lest  three  minutes. 

MR.  CHAMBERS:  And  he  disagreed  with  you. 

\ 

MR.  FENERTY:  I  think  I  am  entitle- d  to  ask  him. 

MR.  CHAMBERS:  You  did  not  give  him  an  opportunity 

to  finish  his  answer. 


THE  CHAIRMAN:  Gentlemen,  I  do  not  want  bickering 

in  this  room. 

MR.  CHAMBERS  :  I  want  to  object. 


THE  CHAIRMAN:  What  Mr.  Senerty  has  said  is  a  quite 

proper  deduction.  If  he  had  just  let  it  go  at  that,  from 
those  answers  wo  could  deduce  whet  is  meant. 
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MR.  CHAMBERS :  My  learned  frien;  interrupts  the 

witnesses.  He  does  it  with  e  good  intention  but  he  is  prone 
sometimes  to  out  the  witnesses  off. 

MR.  FENERTY:  When  wo  ere  getting  to  the  stage  where 

my  learned  friend  is  paying  me  a  compliment  it  is  a  dangerous 
point  from  Ms  point  of  view,  when  he  bobs  up  to  interrupt  me, 
and  it  is  hard  for  mv  logic  to  be  interrupted. 

MR.  CHAMBERS:  I  do  not  try  to  be  technical,  but  1 

think  in  fairness  to  the  witness  he  should  be  allowed  to  answer. 
MR.  FSNSRTY:  Now  if  there  is  anything  that  you 

want  t o  be  read  to  you  to  answer  that  question,  that  will  be 
all  right.  Would  you  please  answer  that  question,  I  would 
like  you  to  answer  it. 

THE  CHAIRMAN:  I  think  it  follows  as  a.  necessary 

deduction. 

MR.  JENERTY:  I  am  willing  to  leave  it  at  that. 

THE  CHAIRMAN:  .  That  that  method  might  be  unsound, 

but  then  the  other  two  might  be  worse  than  the  third. 

MR.  EENERTY:  All  in  effect  I  did  w  s  to  make  a 

statement  to  the  witness  whether  two  and  two  added  to  four. 

MIR.  CHAMBERS:  I  think  the  question  should  be  read 

/ 

and  I  think  he  should  he  allowed  to  answer  it. 

THE  CHAIRMAN:  I  think  because  of  the  course  of  the 

questions  and  answers,  Mr.  Kirkpatrick  was  driven  to  the 
conclusion  that  the  volumetric  method  was  ^s  had  as  the  other- 
method,  mej  i,;r.  Kirknetrick  disagrees. 

MR.  CHAMBERS ;  I  just  want  him  to  answer  it, 

the  question.  He  was  going  to  add  something  to  it.  I  just 
want  him  to  answer  it  if  ho  has  an  explanation. 

MR.  FENERTY:  Perhaps  it  would  be  more  effective 

if  he  explains  it  to  my  learned  friend  on  re-examination, 
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Q, 


A 

Q 

A 

Q, 

A 

Q 

A 

Q 


beer  use,  to  bo  quite  frrnk,  he  cannot  explain  it  to  me  on 
oross-oxeminet ion* 

Now,  Mr.  Kirkpetriok,  I  will  not  be  very  much  longer.  I 
went  to  oome  to  Exhibit  78  egr.in,  Exhibit  M-9-A-44,  and  I  went 
to  draw  your  ettention  to  two  items  hero.  I  will  not  be  very 
much  longer. 

THE  CHAIRMAN:  Tr.kc  your  time,  Mr.  Fen.,  rty, 

MR.  FENHRTY :  Turning  to  the  Boiler  Plant  end 

Electric  Plent.  As  e  met  ter  of  feet,  for  the  record,  so  thet  I 
will  know  if  I  understand  it,  end  I  think  it  is  elementary, 
but  you  will  pardon* me  for  esking.  As  I  underscend  it,  your 
gross  operating  costs  ere  *81, 860*51,  rnd  that  includes  rll 


the  preceding  items.  Wo  will  take  the  Boiler  Plpnt.  One 
is  sufficient.  Now  you  hove  explrincd  the  rdministrr t ive  end 


general  expenses,  which  you  feel  arc 


fpirly  allocated  to 


the  Boiler  Plent  ope  ra  tion,  rnd  the  proportion  of  depreciation 
which  is  properly  allocated  in  there,  the  return  on  capital 
employed,  and  those  ere  the  totals  which  make  up  your  gross 
operating  costs? 

T>e t  is  correct. 

Yes.  And  that  necessarily  includes  a  proportion,  e.  rate  of 
return  which  you  exoect  may  be  allowed  on  those  operations? 

Not  which  we  expect,  sir.  We  ere  looking  e.t  the  actual 


statements  here. 
At  the  actual? 
Yes . 


And  the  actual  is  7 -gfo  approximately? 

7.046  net . 

Yes.  And  we  come  t^  this  column  :,Less  External  Charges11 
558,289.14.  And  my  understanding  is  that  represents  the 
proportion  of  the  whole  whicV1  you  have-  charged  against  Royalite 
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rncl.  the Vf.  lie y  Pipe  Line  Company? 

A  Yes  sir. 

Q,  In  connection  with  services  supplied  them? 

A  Yes  sir. 

Q,  And  that  includes,  does  it  not,  a  rrt'e-  of  return  of  7  something, 
something  over  7%? 

A  Now  I  would  like  to  check  this,  but  I  believe  that  calculation 
of  fifty-eight  thousand  was  based  upon  9 net  return. 

Q,  Yes.  Was  based  on  that? 

A  That  is  correct,  in  my  understanding. 


(Go  to  Pago  2200). 
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Q,  Yes.  Now  your  Company  is  a  commercial  undertaking,  it  is 
there  for  the  purpose  of  making  a  profit,  is  it  not? 

A  That  is  right. 

Q,  And  the  matter  of  a  profit  from  the  sale  of  power  and  the 
sale  of  steam  by  you  to  the  Royalite  Company  has  not  here- 

“i 

to  fore  been  regulated  by  this  Board  and  as  far  as  you  know 
is  not  the  subject  matter  of  regulation  now  is  it? 

A  I  cannot  tell  you  whether  it  is  the  subject  matter  of  regul¬ 
ation  or  not.  It  is  part  of  the  Medison  Company’s  operations 

» . 

and  I  suppose  this  Board  will  be  interested  in  what  is  going 
on. 

Q,  N#w  Madison  Company  acquired  gathering  lines  without  which 
the  Royalite  Company  could  not  operate  its  gasoline  plant. 

A  Wihtout  which  it  could  not  get  gasoline. 

Q,  Without  which  it  could  not  get  gasoline,  yes.  'Would  you  say 

that  7  per  cent  or  even  9  per  cent  would  be  a  reasonable 
rate  to  charge  any  other  institution  that  wanted  services 
from  you . 

A  You  are  going  into  the  realm  of  economics,  Mr.  Fenerty  and 

I  am  not  an  expert  at  that.  I  have  no  opinion  of  what  would 

be  fair.  I  know  what  I  would  like  to  see. 

Q,  I  thought  you  might  be.  At  ell  events  ,  you  have  made  up 

your  charges  to  the  Royalite  company  and  the  Valley  pipeline 
Company  on  the  basis  of  a  return  of  7  per  cent. 

A  I  explained  a  moment  ago  on  the  basis  of  9^  per  cent. 

Q  The  statements  show  7  per  cent  actual. 

A  No.  Just  refer  to  that  submission  again  please. 

THE  CHAIRMAN:  The  end  result  shows  7  on  the  over¬ 

all  operation. 

A  But  the  charge  to  the  Vellqy  Pipeline  Company  or  the  Royalite 
Company  for  e8ch  thousand  pounds  of  steam  or  each  kilowatt 
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hour  of  energy  which  they  received  in  1944  was  based  upon 
the  estimated  cost  of  manufacturing  those  services,  using 
9*  per  cent  net  as  the  basis  for  the  calculation,  so  that 
the  $58,000.00  is  on  the  9j^basis  end  resulted  in  a  defic¬ 
iency  of  some  $3500.00. 

is 

Do  you  suggest  that /a  reasonable  re.  te  of  return  where  the 
guarantees  that  go  with  public  utility  operation  are  not 
present  ? 

I  have  no  opinion,  sir,  as  to  whether  it  is  a.  reasonable 
rate  of  return. 

A  reasonable  rate? 

It  certainly  is  a  reasonable  rote,  I  think. 

Let  us  get  this.  You  have  got  the  complete  control  of  the 
gathering  lines. 

That  is  right. 

That  Royalite  needs  to  carry  on  its  gasoline  operations. 

You  have  got  complete  contra  1  of  the  steam  power  that  Roy¬ 
alite  needs,  about  three-quarters  of  it  they  need  do  they 
not? 

That  is  correct. 

I  suggest  to  you  that  a  normal,  commercial  operation  where 
there  are  any  inherent  risks  not  protected  by  public  utility 
practice  would  justify  a  very  heavy  charge  for  that  kind  of 
service.  Have  you  any  comments  to  make  on  that  suggestion? 
No,  sir,  I  have  not.  I  am  not  a  student  of  rates  of  return. 

I  suggest  to  you  that  you  personally,  from  whe  t  you  do  know, 
would  l^ugh  at  the  idee  of  someone  else  in  the  Talley  getting 
these  services  at  a  rate  which  would  give  9^-  per  cent. 

MR0  CHAMBERS:  I  would  suggest  that  the  wi  tne  ss 

does  not  have  to  answer  that  question  if  he  does  not  want  to. 
THE  CHAIRMAN:  I  think  this  witness  can  look  after 
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Q 


A 

Q. 


A 


himself  very  wall  indeed.  As  you  remarked  yourself  on  an¬ 
other  occasion,  he  does  not  need  the  benefit  of  counsel, 

MR.  FSNERTY:  I  am  beginning  to  think  I  need  prot¬ 

ection  and  not  the  witness. 

You  have  nothing  to  say  about  that? 

No,  I  have  not.  Would  you  repeat  that  question  please,  Mr. 
Taylor? 

BY  THE  REPORTER  (reading)  q.  I  suggest  to  you  that  you  person¬ 
ally,  from  what  you  do  know,  would  laugh  at  the  idea  of  some¬ 
one  else  in  the  Valley  getting  these  services  at  a  rate  which 
would  give  you  9J-  per  cent. 

I  would  be  very  happy  to  get  a  rate  of  9J-  per  cent  for  services 
of  this  kind  provided  I  could  see  there  was  a  'continuity  •  of 
the  life  of  my  undertaking  and  enterprise. 

You  suggest  that  a  rate  of  9ir  per  cent  is  quite  adequate  for 
an  ordinary  commercial  transection  with  no  protection  such  as 
is  afforded  by  utility  practice,  would  you? 

I  would  say  it  was  a  nice  rate  of  return  to  get. 

Is  that  so.  Now  you  are  going  to  come  along  with  me.  You 
would  suggest  as  an  ordinary  commercial  transaction,  with  no 
protection  in  the  way  of  amortization  or  anything  else,  that 
9 \  per  cent  is  s  fair  rate  of  return  is  it? 

I  would  be  prepared  to  put  money  into  an  undertaking  which 
would  return  me  9J-  per  cent,  if  I  had  a  reasonable  guarantee 
that  I  would  have  a  service  which  would  be  in  operation  long 
enough  to  give  me  my  total  capital  ’return  without  public 
utility  regulation  or  guarantee. 

I  suggest  to  you  if  that  is  true  it  follows  that  without  the 

r 

safeguards  that  are  given  in  the  way  of  return  of  capital 
under  utility  practice  and  order  that  &  rate  of  something 
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less  than  the  open  rate  you  talk  of  should  necessarily  be  e 
fair  rate.  What  do  you  think  about  that? 

A  You  ere  suggesting,  I  believe,  that  this  same  operation  under 
public  utility  regulation,  with  a  fair  guarantee  of  the  return 
of  the  money  invested  in  it,  that  9J-  per  cent  should  be  some¬ 
thing  loss  than  the  amount  we  spoke  of  in  the  same  under¬ 
taking  but  unregulated  enterprise.  You  are  speaking  first  of 
all  about  a  boiler  plant  which  I  would  be  prepared  to  put 
money  into  but  here  we  are  not  looking  into  a  boiler  plant 
business  but  a  g^s  business  which  has  ell  the  inherent  risks 
of  a  gas  business.  The  boiler  plant  happens  to  be  a  part  of 
this  operation. 

Q  This  Madison  Company,  we  will  just  take  the  boiler  plant,  the 
Madison  Company  has  acquired  a  boiler  plant  which  I  under¬ 
stand  is  greatly  in  excers  of  its  own  needs,  is  that  right? 

A  That  is  apparent  from  these  statements  of  costs. 

Q,  And  with  the  steam  from  that  plant  being  used  and  intended  to 
be  used  to  the  extent  of  perhaps  three  quarters,  although  I 
do  not  know  the  exact  fraction,  by  the  Boyalite  Company,  that 
is  right  is  it  not? 

A  And  the  Pipeline  Company. 

Q  And  it  is  making  a  submission  here  that  it  should  be  out  of 
the  rates  that  are  arrived  at,  able  to  fully  amortize  all 
these  costs  of  that  plant  which  is  in  excess  of  its  needs 
is  it  not? 

A  That  is  right. 

Q  And  it  justifies  that  on  the  ground  of  making  a  service 

charge  to  the  Royalite  Company? 

A  That  is  right . 

Q  I  am  going  to  ask  you  again,  if  you  do  not  think  under  those 
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circumstances,  with  the  Madison  company  coming  to  this  Board 

\ 

to  have  full  protection  for  all  its  costs  of  that  boiler  plant 
•that  it  should  not  make  a  charge  against  the  Royal  it  e  Company 
greatly  in  excess  of  the  one  which  would  provide  a  return  of 
9-J-  por  cent  as  a  matter  of  ordinary  sound  business. 

A  I  do  not  think  they  should  make  a  charge  to  the  Roys  lit  e  Oil 
Company  or  the  Valley  Pipeline  Company  in  excess  of  any  rate 
of  return  beyond  that  which  is  applied  to  the  entire  under¬ 
taking. 

Q  Your  answer  is,  I  take  it,  you  think  everything  about  this, 

t 

regardless  of  whatever  you 'ere  seeking  to  accomplish,  is 
based  on  the  soundest  and  most  scientific  practice  from  any 
point  of  view,  is  that  the  result? 

A  These  statements  are  my  answer.  Taking  the  plant  and  equip¬ 
ment  which  we  acquired  and  the  per  cent  rate  this  is  the 
answer  that  comes  out. 

Q  I  have  one  more  question  on  that.  You  have  told  me  about  the 
scientific  method  for  the  purposes  sought  to  be  accomplished. 

I  am  going  to  ask  you  whether  if  your  interest  at  the  moment 
was  not  just  your  utility  division  and  you  were  left  to  make 
a  statement  up  for  income  tax  purposes  or  perhaps  for  inter¬ 
departmental  purposes  as  before,  you  would  now  revert  to  the 
previous  practice. 

A  No  sir.  I  have  given  sufficient  thought  to  this  Volumetric 
method  of  approach  that  I  would  stay  with  that. 

Q,  under  all  ci rcumst  ances? 

A  Yes,  I  think  so. 

Q,  ■  You  think  the  most  scientific  method  is  the  one  which  should 
be  applied  under  all  circumstances? 

A  Sir,  would  you  repeat  that? 

Q  You  think  the  most  scientific  method  is  the  one  you  should 
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apply  under  all  circumstances? 

A  If  there  is  any  science  to  the  method. 

Q  Do  you  remember  now  you  have  just  told  me  the  result  of 

your  experience  and  you  would  apply  this  method? 

A  I  would  now. 

Q  In  every  situation? 

A  Every  similar  situation,  yes.  An  operation  which  involves 
the  rendering  of  Gas  Company  service  to  consumers  along  the 
route  I  say  the  relative  costs  are  determined  in  proportion 
to  the  volume  used. 

Q,  The  word  "similar"  did  not  appear  until  we  got  into  the 
third  question  in  sequence,  did  it? 

A  No,  because  that  is  my  own  word  "similar". 

Q  I  am  suggesting  prior  to  this  you  told  me  as  a  result  of 
your  experience  if  you  were  preparing  statements  for  the 
purposes  you  had  previously,  you  would  now  adopt  this  method. 

A  I  would  ,  yes  sir. 

Q,  I  say  it  follows  from  that  that  whatever  purpose  it  is  the 
most  scientific  method  would  be  the  one  you  would  adopt. 

A  For  the  purposes  for  which  the  statements  were  prepared  it 
made  no  difference  relative  to  compensation  matters  but  for 
those  purposes  I  would  now  apply  the  same  procedure,  the 
volumetric  approach. 

Q  For  any  purpose  would  you  apply  another  system? 

A  I  have  had  no  occasion  to  apply  it  to  any  other  purpose. 

q  lust  one  more  question,  would  it  be  possible  without  too 
much  trouble  if  you  would  let  us  have  a  statement  of  the 

sixteen  thousand . in  Exhibit  78  we  have  provision 

for  taxes  on  p^onerty  Exhibit  76  of  $163,169,00. 

/  On  the  lest  page,,  is  that  the  figure  you  are  referring  to, 

Mr.  Fonerty? 


\ 


\ 


\ 


\ 


( 


■ 


r 


T-3-7 


W.  C.  Kirkpatrick, 

Cross- Ex.  by  Mr.  Fenerty  . 
w  "  ”  Mr.  Steer. 

-  2206  - 

Q,  That  is  on  the  last  page  of  Exhibit  78? 

A  Yes. 

Q,  You  gave  on  the  stand  an  explanation  and  I  was  wondering  if 

it  would  be  possible  to  let  us  have  that  in  the  form  of  a 
st  atement . 

MR.  CHAMBERS:  I  am  not  clear  on  what  you  are 

wanting.  I  am  not  clear  whether  Mr.  Kirkpatrick:  is. 

A  I  think  Mr.  Fenerty  is  asking  for  a  break-down  of  that  prov 
ision  for  taxes. 

Q,  MR.  FENERTY:  In  other  words  a  computation  reach 

ing  that  result. 

A  |163,169.00? 

Q  Yes. 

A  Yes. 

MR.  CHAMBERS:  Yes  we  will  do  that. 

MR.  FENERTY:  Thank  you. 


CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  STEER . 

Q  Is  this  volumetric  method  you  have  spoken  of  a  technical 
ter  m? 

A  I  think  Mr.  Hill  said  it  was  a  semi-technical  term,  sir. 

Q,  I  have  a  recollection  of  asking  someone,  probably  it  was 

Mr.  Hill,  about  this  point.  As  I  understand  the  applic¬ 
ation  of  the  method  in  this  case  it  oonsists  in  computing 
what  percentage  of  the  gas  that  goes  into  the  absorption 
plant  is  actually  used  in  that  plant? 

A  Yes,  that  is  right. 

Q,  We  will  assume  for  the  moment  that  that  is  20  per  cent 

and  according  to  the  method,  although  the  operation  could 
not  be  carried  on  in  the  absorption  plant  at  all  without 
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100  per  cent  of  the  gas,  that  is  true? 

A  No.  The  absorption  plant  would  not  be  able  to  extract  this 
20  per  cent  of  content  without  100  per  cent  of  the  gas. 

q  It  must  handle  the  whole  of  the  gas  that  comes  through  these 
gathering  lines. 

A  That  is  correct. 

Q  And  according  to  this  method  of  division  of  costs  it  is  said 

that  the  only  part  of  that  gas  it  really  needs  is  20  per  cent, 
on  our  supposition. 

,i  « 

A  No  the  only  part  that  it  extracts  and  retains  in  its  poss¬ 
ession  is  20  per  cent. 

q  I  wonder  perhaps  if  you  would  give  us  an  estimate  of  the 

amount  of  shrinkage  that  takes  place  in  the  absorption  plant? 

A  It  is  something  around  the  order  of  7  or  8  per  cent  accord¬ 
ing  to  the  calculation  I  have  before  ms  here. 

q  So  that  of  100  per  cent  of  the  gas  that  goes  into  the 

absorption  plant  the  Madison  company  treats  in  its  scrubber 
about  92  per  cent  approximately. 

A  something  in  that  vicinity,  yes. 

q  Now  is  not  this  a  reasonable  proposition  that  the  absorption 
plant  requires  for  its  purposes  100  per  cent  of  the  volume 
and  it  cannot  get  along  without  it.  That  is  right,  is  it 
no  t? 

A  I  think  it  is,  Mr.  Steer.  It  requires  100  per  cent  of  the 
volume  to  obtain  the  present  production  of  natural  gasoline. 

q  And  the  scrubbing  plant  uses  92  per  cent  of  the  volume? 

A  Yes,  sir. 

q  I  wonder  why  that  proportion  of  operating  costs  in  each 

case  should  not  be  100  over  192  in  the  one  case  and  92  over 
192  in  the  other,  do  you  follow  me?  I  am  suggesting  to  you 
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that  is  the  proper  way  to  apply  the  volumetric  method. 

A  -I  think  I  see  what  you  mean  there,  Mr.  Steer.  I  have  not 
considered  that  approach  to  it. 

* 

Q  I  am  not  going  to  take  very  much  time  in  view  of  the  cross- 
examinations  that  have  preceded  me  but  I  would  like  to  clear 
up  a  point  or  two  in  my  own  mind.  My  learned  friend,  Mr. 
Fenerty,  referred  you  to  one  of  your  statements  in  which  you 
said  that  at  some  time  there  had  been  a  division  made  between 
the  absorption  plant  operations  and  the  scrubbing  plant  oper¬ 
ations  in  the  proportion  of  40  to  6  0. 

A  I  think  Mr.  Fenerty  asked  me  the  question  as  to  what  the 

approximate  proportions  were  in  terms  of  gross  revenue  and  I 
think  I  answered  that. 


(Go  to  pe  ge  220 9 ) 
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Q,.  Yes,  that  is  right  and  you  answorod  f,40$n  and  at  s  one  tine  or 
other  in  the  history  of  these  operations  that  was  regarded 
roughly  as  the  proper  division  of  costs? 

A  For  the  purposes  of  the  statements  which  were  being  prepared, 

\  • 

Mr.  Steer,  that  is  correct. 

Q,  Yes,  and  an  I  right  in  this  that  if  wo  were  looking  at  M-12-D- 
1944,  that  figure  of  510  thousand  dollars  which  wo  see  there 
would  represent  the  total  cost  of  the  operations  for  the  year 
1944,  is  that  right? 

A  Total  estimated  costs,  yes. 

Q,  Yes,  and  if  wo  apply  the  40  -  60,  if  we  were  to  apply  40, 

60  to  40,  the  60  to  40  which  wo  wore  just  speaking  about, 

Royalitc  ought  to  bear  40Jb  of  that  510  thousand  dollars,  is  that 
right? 

a  I  wi 11  just  chock  that  for  a  nonent,  please.  On  the  assumption 
that  that  method  was  used  I  think  that  is  a  correct  statement, 

Q  Wc  will  assume  for  the  nonent,  Mr.  Kirkpatrick,  that  the  Royalito 
Oil  Company  is  asked  to  prepare  a  statement  showing  the  costs, 
its  costs  of  producing  natural  gas,  are  you  the  person  in  the 
Royalitc  employ'  who  does  that? 

A  No  Sir. 

Q,  Who  would? 

A  I  do  net  know  whom  they  would  assign  that  particular  work  to, 
possibly  Mr.  Latham,  an  employee  of  the  Royalito  Company. 

Q,  While  you  were  in  Royalite’s  employ  ,  were  you  the  person  who 
would  do  it  or  are  you  still  in  the  Royalite’s  employ 

A  No  Sir,  I  am  not.  I  am  a  Madison  employee  so  far. 

Q,  But  prior  to  the  incorporation  of  Madison  you  were  employed  by 

the  Royalite? 

A  I  would  very  likely  have  some  association  with  such  a  problem. 
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Q,  Yos,  and  if  it  over  transpired  that  this  Board  would  want  an 
examination  of  the  RoyalitoTs  books  for  the  purposes  of 
ascertaining  the  costs  of  the  production  of  gas,  you  are 
perhaps  more  familar  with  those  books  than  any  other  former, 

t 

any  other  pr^a^nt  employee  of  Royalite,  would  that  bo  right? 

A  I  vould  not  say  I  was  more  familar  with  them  at  the  present 

time  because  I  have  not  been  associated  directly  with  them  for 
a  year  and  a  half.  The  bulk  of  my  time  has  been  spent  with 
Madison. 

Q,  In  your  evidence  with  respect  to  M-10,  I  mean  the  reading  of 
that  report,  I  noticed  th.t  you  talk  about  your  pipes  being 
buried  from  five  to  five  and  a  half  feet  under  ground  and  that 
is  one  of  the  reasons  that  there  is  no  salvage  to  those  pipes. 

A  One  of  the  reasons  which  mitigate  sgainst  that  salvage,  yes. 

Q,  If  the  pipes  were  closer  to  the  surface  there  would  be  a  greater 

^  • 

salvage  valuo  to  the  pipes? 

A  The  only  value  which  would  be  greater  would  be  the  cost  of, 
because  the  cost  of  removing  them  wauld  be  less. 

Q,  Have  you  any  idea  why  these  pipes  have  to  be  buried  five  to 
five  and  a  half  feet  under  ground? 

A  Well  I  would  assume  because  of  the  low  temperatures  which  are 
encountered  when  the  winter  season  is  here  in  Turner  Valley. 

Q  Would  that  be  below  the  frost  line? 

A  I  would  not  know.  I  do  not  know  but  I  guess  it  would  be,  Sir. 

Q,  I  suppose  Stevens-Guille  would  be  the  man  to  talk  about  that? 

A  I  would  think  that  five  and  a  half  feet  would  bo  below  the  frost 
line  but  I  would  like  to  check  it. 

Q,  I  notion  a  tendancy  to  assume  that  the  consumers  of  gas  were 
going  to  bear  the  expenses  of  this  undertaking,  -  that  is  not 
your  evidence? 
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What  under staking  do  you  refer  to. 

The  Madison  undertaking? 

The  entire  undertaking. 

The  entire  undertaking. 

I  have  not  taken  any  such  assumption  in  ay  statements  and  ny 
statements  arc  intended  to  show  what  it  costs  to  do  the  job. 

And  you  do  not  care  who  bears  the  cost. 

Well  I  hope  that  Madison  does  not  bear  it,  that  they  are  in  a 
position  to  recover  the  cost. 

You  would  agree  1  think  that  there  are  certain  aspects  of  this 
s  one  which  are  of  particular  benefit  to  tho  producers  of 

crude  oil? 

In  what  sense,  Sir;  I  can  see  e.  benefit  in  the  sense  that 
there  nay  be  gas  fron  those  crude  oil  wells  which  is  now 
entering  the  market  for  the  first  tiro. 

Yes? 

That  I  would  say  would  bo  a  benefit . 

Yes,  and  I  would  suggest  to  you  that  tho  producer  of  crude  oil 
whoso  surplus  gas  is  repressurod  he  will  ultimately >  bo  cither 
now  or  sometime  in  the  future  will  be  paid  and  he  v&  11  get  r. 

i 

subs t anti  1  benefit. 

Hc  gets  a  benefit  to  the  extent  that  that  gas  would  not  have 
been  a  money  making  proposition  had  it  been  flared. 

Yes,  and  then  it  is  obvious  I  think  that  the  Royalito  and  B.A. 
Absorption  Plants  in  any  event  obtain  some  substantial  benont? 
From  this  crude  oil  gas  which  otherwise  would  have  been  flared  • 

Yos? 

I  cam  see  that  the  oporations  for  tho  purposes  of  extracting 
vaseline  will  be  prolonged  by  reason  of  that  gas  now  being 


made  available 
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Q,  Yes,  and  you  will  admit  that  a  substantial  benefit,  I  aoai 
you  will  admit  that  is  a  substantial  benefit? 

A  Well  it  depends  on  how  long  it  is  prolonged  but  I  would  say 

looking  at  it  from  a  general  view  point  there  is  a  prolongation 
of  the  operating  life  of  those  plants  and  a  greater  opportunity 
to  recover  from  it. 

MR.  STEER:  That  is  all,  thank  you. 


(G-o  to  page  2213) 
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THE  CHAIRMAN:  Mr.  McDonald. 

CROSS-EXAMINED  BY  MR.  MCDONALD: 


r\ 

last  one  thing,  Mr.  Kirkpatrick,  in  M-9-44  -  - 

A 

Is  that  the  actual  you  are  referring  to,  Mr.  McDonald  ? 

0, 

Yes. 

A 

Exhibit  73. 

Q» 

Exhibit  79. 

MR.  CHAMBERS:  It  is  Exhibit  79  you  are  referring  to  Mr. 

Me Dona  Id . 

MR .  M c DONA LD :  Yes. 

Cl 

MR.  MCDONALD:  You  have  a  cont ingency  for  unforeseen  expenses 

of  $30,000.00  ? 

\ 

Yes . 

0, 

Then  Exhibit,  it  is  M~7,  I  have  not  tiu  Exhibit  number  marked  on 

it. 

THE.  CHA I RMAN  :  Exh i  b  i  t  74. 

Q, 

MR.  MCDONALD:  Exhibit  74  and  Schedule  M-7-C  ? 

A 

Yes. 

ff» 

-  0, 

You  have,  that  is  a  statement  of  estimated  cash  working  capital  ? 

r 

JL± 

Correct . 

m  Q 

At  the  bottom  of  the  page,  "Cash  working  capital  for  contingency 

funds  $43,554.90"  ? 

A 

Yes. 

Q, 

Now  it  would  appear  that,  and  I  am  referring  here  to  the  estimate 

t 

in  the  first  part  of  M~7,  or  Exhibit  74,tho.t  the  charges  for  tho 

working  capital  allowance  and  the  contingency  in  your  calcu¬ 
lation  in  your  M-7-44  ore  the  same  ? 

A 

Oh  no  sir,  the  two  are  entirely  different  things.  Perhaps  I  can 
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boat  oxplain  that  to  you  by  stating  it  would  have  bean  just  as 
easy  for  us  to  have  said,  in  preparing  M-9-A  tTWe  feel  that  we 
have  not  provided  for  unforeseen  expenses  which  may  arise 
during  the  course  of  operations  during  the  year  and  lot  us 
increase  that  by  5  percent.”,  that  is  the  approximate  relation¬ 
ship  but  wo  chose  not  to  do  that.  We  put  the  $20,000.00  in 

there  in  the  expectation  that  we  may  have  been  leaning  back¬ 
ward  in  determining  those  operating  costs,  and  that  fact  seems 

•  . 

to  have  been  borne  out  by  comparing  the  M-9-A  estimate  with  the 
actual  for  the  year.  We  were  too  low.  _  Our  $354,000.00 
should  have  been  $372,000.00  approximately.  They  are  two 
different  items,  Mr.  McDonald. 

Well  op.  your  over-all  operation  then  you  really  have  for  con¬ 
tingent  direct  expenses,  prepaid  expenses  and  construction  -  - 
Now  we  are  speaking  of  the  working  fund  ? 

Yes,  the  working  fund  which  comes  to  a  total  of  $63,554.90  -  - 

No  sir,  that  is  not  right.  This  $43,000.00  is  altogether 

* 

different  from  the  $20,000.00.  The  $20,000.00  is  just,  we  say 
that  we  are  probably  too  low  in  estimating  operating  expenses 
and  we  were  too  low  and  that  was  set  forth  in  our  1944  actual 
figures.  The  $43,554.90  is  a  part  of  the  working  cosh  capital. 

It  has  no  relationship  to  the  operating  expenses. 

Well  prepaid  expenses  such  as  fire  insurance,  that  would  be  a 
direct  operating  expense,  would  it  not  ? 

Only  in  the  proportion  of  the  three  year  premium  which  applies 
to  this  year. 

Now  would  you  say  a  construction,  an  ordinary  construction  of 
some  new  undertaking  during  the  year,  would  that  be  a  direct 
expense  ? 
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A  You  have  reference  to  capital  inpr ovements,  Mr.  McDonald  ? 

Q,  Yea. 

A  No  sir,  that  is  not  a  direct  expense. 

Q,  Now  in  regard  to  administration  and  general  expense,  there  is 
some  division  of  the  services  of  some  officers  between  Madison 
and  other  Companies  ? 

A  That  is  correct. 

Q  Now  how  many  officers  are  involved  ? 

A  Two,  Mr.  Trammell  and  myself. 

Q,  And  how  do  you  apportion  that  ? 

A  On  the  basis  of  individual  time  spent. 

Q,  And  that  time  would  vary  from  year  to  year  ? 

A  We  anticipate  it  will  come  down  and  we  have  I  think  attempted 
to  show  that  trend  in  our  future  administration  costs. 

Q,  For  instance  this  year  you  might  give  90  percent  of  your  time 
to  Madison  and  the  next  year  loss  ? 

A  It  would  all  depend,  at  the  beginning  of  the  operations  a  great 
deal  of  time  was  given  to  setting  the  thing  up  and  during  the 
course  of  years,  it  was  naturally,  approximately  one  hundred 
percent  of  the  time,  but  once  the  undertakings  are  operating 

4 

in  a  normal  way  we  do  not  anticipate  the  burden  on  administra¬ 
tion  with  respect  to  these  salaries  will  continue  as  it  is. 

Q,  Now  dealing  with  the  absorption  plant,  Mr.  Kirkpatrick,  as  I 
understand  it  in  order  to  deliver  dry  gas  to  the  market  you 
must  have  the  gas  treated  in  an  absorption  plant  ? 

A  You  are  referring  to  the  fact  that  the  dole tcriouS  substances 
must  be  extracted  ? 

Q,  Yes, 

A  Yes,  that  is  my  understanding.  It  is  not  a  safe  marketable 
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product  without  that  operation. 

Q,  So  if  there  was  no  Royalite  abso.rption  plant  in  operation, 
souq  other  plant  would  have  to  do  that  ? 

A  I  would  assume  so. 

MR.  MCDONALD:  That  is  all,  thanks. 

THE  CHAIRMAN:  We  will  adjourn  now  until  tomorrow  morning. 

MR.  CHAMBERS:  If  the  Board  pleases,  it  looks  as  though 

r 

we  may  finish  with  Mr.  Kirkpatrick  early  tomorrow  and  I  a  . 

prepared  to  put  Mr.  Stevens-Guilla  in  and  deal  with  the  sharing 
position  if  that  is  agreeable  to  the  Board  and  the  others 
present.  I  think  with  the  time  at  our  disposal  that  we  would 
be  sure  to  finish  with  him  on  that  subject. 

THE  CHAIRMAN:  I  think  that  would  be  proper. 

MR.  HARVIE:  Would  it  not  be  more  convenient  to  finish 

the  cross-examination  ? 

MR.  CHAMBERS:  If  we  did  then  we  might  not  finish  the 

sharing  position  and  I  want  to  finish  the  sharing  position  if 
wo  start  with  it. 

THE  CHAIRMAN:  And  then  finish  the  cross-examination  next 

week  if  we  have  time. 

MR.  FENERTY:  We  had  the  idea  when  Counsel  were  discuss¬ 

ing  that  matter  before  the  long  adjournment,  wo  hod  arranged 
the  order  of  continuing  the  cross-examination  and  it  was 
arranged  that  I  might  go  on  with  some  further  questions,  which 

questions  may  take  a  little  while. 

\ 

MR.  CHAMBERS:  If  you  intend  to  go  on  with  your  cross- 

examinations  of  Mr.  Stevens-Guille  first,  I  doubt  whether  we 
should  start  the  sharing  position. 
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MR.  FENERTY;  I  mean  If  we  go  on  with  my  cross-examination 

for  instance  it  may  take  a  little  while. 

You  are  suggesting  that  wo  go  on  with  the  sharing 
position  first  and  then  hove  our  cross-examinations  afterwords. 
MR.  CHAMBERS:  Yes. 

THE  CHAIRMAN :  Yes,  and  then  go  on  with  the  cross-exam¬ 

inations  if  tho  sharing  position  is  finished  in  time. 

MR.  FENERTY:  That  is  satisfactory. 


(The  Enquiry  hero  adjourned  to  be  resumed  at  9.30  A.M. 
June  21st) 
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